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PEEFACE 

f o «n 

THIRD EDITION. 


The few weeks which have elapsed ^since the 
publication of the second edition have again 
proved the rapidity with which the situation of 
the “Foreign Exchanges’" may be reversed, and 
the difficulty of selecting durable illustrations... In 
the preface to the second edition, allusion was 
made to the fact that the Russian Exchange, so 
long an example of unlimited fluctuations, had 
been brought almost to par. Since then a severe 
fall has again taken place. So, in the former 
edition, the rapid fall in the price of gold in, 
America furnished the opportunity for comment 
^d examination. But there also a turn has taken 
place,, and to-day would be necessary rather to 
seek an explanation of the rise than of the fall. 

It is searoely the province of a t]ieoretieal treatise 
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to keep pace with each new comblhation of facts. 
An author maj be considered bound to ^atch the*c 
progress of events, as a constaifi test of the 
accuracy of his principles, but it is hardly.pbs- 
sible, nor is it necessary, perpetually to adopt 
new illustrations. It has, therefore, been deemed 
unnecessary to make any farther alterations in the 
present edition. 



PEEFACE 


to THl 

SECOND EDITION. 


The history of the Foreign Exchanges for the 
last two years is a history of revolutions. The 
movements which have occurred in many quarters 
have been almost unexampled in rapidity and 
extent. Countries which formerly supplied illus- 
trations of particular phenomena in the Foreign 
Exchanges, may now be cited as instances of per- 
fectly opposite combinations. ’'The variousicauges 
which have been stated in the following work as 
determining the course of the Foreign Exchanges 
have been at work with more than usual intensity, 
and the new combinations which events have pre- 
sented have afforded many opportunities of testing 
the correctness and sufficiency of the principles 
advanced. The exchanges of those countries which, 
years ago, were selected as exemplifying the 
results of a depraf4ated currency or excessive in- 
debtedness, might now, on the contrary, be cited as 
instances of rapid recovery. The Austrian Ex- 
change has ’recovered fully 30 per cent. The 
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Russian rouble has approached the par value of goldf ^ 
In America, on the other hand, the very opposite 
has occurred. The American Exchanges, which in 
the former edition were shown to move within cer- 
tain hmits — determined by the cost of bullion ship- 
ments and by the intermediate value of money — 
have since afforded the most notorious examples in 
recent days of unlimited and indeterminable fluc- 
tuation. An inquiry into the theory of the Foreign 
Exchanges can scarcely keep pace with the tide of 
events. However interesting a review of the events 
themselves might have been, it could not conve- 
niently be introduced into a treatise which aimed 
chiefly^ at the statement of a theory, and dealt 
with contemporary fact only as illustrating general 
causes. The new matter which, in this respect, has 
been introduced into the second edition, is confined 
to the consideration of the American Exchanges. 
It would not have been compatible with the general 
^course of the argument to treat so comphcated a 
question exhaustively or historically. The mone- 
tary situation of America has been so extraordinary^ 
the difl&culty of acquiring accujpte knowledge on it 
is ^0 great, the changes to which it is subject are so 

rapid, that an exhaustive inquiry into the actual 

« 

facts would have assumed the proportions of a 
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wparate work. Thus any controversy which may 
arise on that portion of the present tpeatise which 
deala with the American Exchanges, should turn 
rather on the correctness of the mode of inter- 
pretation on a common ground of fact, than on the 
absolute correctness of the facts themselves. The 
latter have been stated as carefully as possible, and 
every precaution against error has been taken. If, 
nevertheless, any uncertainty should be felt with 
regard to the description of particular circum- 
stances, it must not be allowed to place in doubt 
the scientific certainty of the theory itself. 

The other important alterations which have been 
made in the second edition are Jo be found in those 
chapters which discuss the question of so-called 
‘‘Unfavourable Exchanges,'" and the “Adverse 
•Balance of Trade," and which examine the pos- 
sibility of “ correcting " such a situation by means 
of a high rate of interest. With regard to the 
exact force of the term “ Unfavourable Exchanges" 
and “ Adverse Balance of Trade," as they are still 
lused in monetary treatises, not as characterising 
any situation whfch from the general point of view 
of the prosperity of any country is really unfavour- 
able, but simply as denoting a certain set of circum- 
stances whi^ bankers and merchants persist in 
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calling by that name, the original text scarcely Igft 
room for mnch misconception. Nevertheless the 
endeavour has now been made to limit and 4/^fine 
the sense of these terms still more rigorously, as it 
is highly important that a real discrepancy should 
not be supposed to exist between political econo- 
mists and the banking world, whereas the discre- 
pancy, if it exists at all, lies only in the nomen- 
clature and not in the theory. With regard to 
the power of a high rate of interest to affect the 
exchanges, the objection has been raised against 
certain passages in the first edition, that they 
seemed to countenance the idea that money might 
artificially be mad^.cheaper or dearer, and that the 
action of banks or individuals might accomplish 
that which must really be determined by supply 
and demand. Possibly the expressions employed* 
may have lent a colour to this objection, and, at all 
events, it seemed desirable to develop their meaning 
more fully. It is hoped that the alterations intro- 
duced will clear up any misconception in this re- 
spect, and that it will appear from the observations 

made as to the limits' within which the influence i 

c 

of the Bank of England in dealing with the rate of 
discount is confined, that no exaggerated ideas of 
its powers were intended to be conv^ed. 
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INTKODUCTION. 


The inquiry which is conducted iu the following 
pages belongs to that class of discussions for 
which, owing to the prevalent belief that they are 
peculiarly abstruse and technical, it is difiicult, in 
ordinary times, to obtain a hearing. The moment 
must be seized for the ventilation of such subjects, 
when peculiar combinations of circumstances bring 
them into prominent and exceptional notice, and 
when they are exhibited as influencing or explain- 
ing events which are of universal interest and 
importance. To those who make the Foreign 
Exchanges their constant study, and examine 
them not only in the light in which they present 
themselves to the political economist, as an index ef 
the balance of trade between different countries, 
bit also from ^the point of view from which they 
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are regarded by bankers and merchants, %3 a 
reliable barometer of the state of the money-market,* 
of the soundness of credit, of t£e rate of interest, 
and of the comparative position of the circulation 
in different countries, all monetary phases and 
mercantile incidents furnish an opportunity for 
correcting their theories by the test of facts. But 
comparatively few, even of leading bankers and 
merchants, with the exception of those who are 
exclusively or mainly engaged in international 
transactions, are as conversant with the subject as 
its immense importance deserves ; and it is thought 
that the present situation of monetary affairs, in 
which the Foreign Exchanges are exercising an 
abnormal and extraordinary influence, affords a 
peculiarly suitable opportunity for a discussion 
which otherwise might be considered uninviting 
and superfluous. The object proposed is by no 
means to propound any dogmatic theories, but 
rather to call attention to many facts which are 
commonly believed to be peculiarly complicated 
and unintelligible, which, however, if carefully 
analyzed and illustrated, may be presented in 
simple form, and under silch an aspect as to 
command general assent. 

If the present treatise should in any wfly 
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contribute towards producing a better and clearer 
jUflderstanding of many principles, the true ap- 
preciation of whicB is absolutely indispensable for 
the formation of just and comprehensive views as 
to the laws which govern our money-market and 
our foreign commerce, it will have attained its 
end. 

In the treatment of the subject, the main 
difficulty has been to decide what degree of ac- 
quaintance with the matters discussed the readers 
of the present essay might be presupposed to 
possess ; and, further, from what point of view 
they might have been accustomed to regard it. 
The inquiry may be conducted on several distinct 
principles according to the class of readers who arc 
likely to interest themselves in the investigation, 
and thus it is not easy to adopt a mode which 
shall be equally satisfactory to all. If addressed 
to those who have studied the subject theoretically 
themselves, much may be taken for granted, the 
exposition of which would be tedious and un- 
necessary, and would only serve to encumber the 
examination of the more intei^sting problems and 
t&eories ; while, on the other hand, if the general* 
public is to share in the discussion, it seems 
neoessary to adopt the opposite plan, and to 
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presume that as yet the first axioms and leading 
features of the subject are but vaguely and in^Cu^ 
rately understood. Under tffis supposition, it 
would be desirable to proceed as systematically and 
completely as possible, even at the risk of enume- 
rating or illustrating much which, in the opinion 
of some, might be passed over in silence. A third 
and distinct course might be most suitable for* 
those who, on the one hand, have ample practical 
acquaintance with the Foreign Exchanges, and ac- 
cordingly may be addressed as persons conversant 
with the subject ; but who, on the other hand, 
have not in any way systematised their experiences 
or drawn any conclusions from the facts which they 
have observed. The. Foreign Exchanges should 
be an object of interest as well to the pohtical 
economist as to the general reader, but ^hey will 
mainly fix the attention of the mercantile part of the 
community, who, consciously or unconsciously, are 
always under their influence. It is to this class that 
the present essay — which attempts to exhibit the 
relations of the Foreign Exchanges to our own 
money-market, as well as generally to international 
transactions, and to bring into clearer relief soma 
of the hazy and indefinite notions which surround!" 
the subject— is primarily and mainly addressed. 
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fiut while in ^is sense the inquiry is oondnoted 
<tibm a mercantile point of view with the special 
desire of throwing light npon meroan^e questions, 
the tuthor has attempted to be sufficiently precise 

in his arguments as not to offend the scientific 

« 

theorist, and suflBciently diffuse in his illustrations 
and explanations, as to make himself understood 
by the general and uninitiated reader. His only 
qualification for the undertaking is to be found in 
his having daily opportunities of studying many 
various forms of international transactions, and of 
practically feeling the effect of each different phase 
of the Foreign Exchanges. Without such oppor- 
tunities it is exceedingly difficult to correct and 
test the various opinions which may be theoretic^y 
formed ; but even with their aid the author is 
conscious that he may prove unequal to his task. 
His motive for undertaking it is to be found in his 
conviction that t^^e subject urgently requires 
ventilation, and in his hope that even an imperfect 
attempt in this direction may lead to further and 
more able investigation. 
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CHAPTER L 

DEFINITION AND PRELIMINARY EXAMINATION OF THE TRAN8- 
ACTIONS WITH WHICH THE FOBEiaN EXCHANGES ABB 
OONCBBNED. 

In order to clear the ground for the considera- 
tion of the more interesting theories connected 
with the Foreign Exchanges, , it is desirable in 
the first instance to define as clearly as possible 
the general meaning of the term. The phrase 
Foreign Exchanges is in itself vague and am- 
biguous, being more frequently used to express 
the rates at which ttte exchanges in question are 
effected than the exchanges themselves— the prices 
rather than the transactions. When it is said in 
technical phraseology that the exchanges are rising 
or falling, or that t^e exchanges are at specie 
f^oint, allusion is made to the fluctuations in the 
terms on which bargains are made between buyers 
add sellers of JPoreign Bills. However, before we 


B 
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treat the subject in this sense of the phras^- 
that is to say, as denoting the rates at which ex- 
changes take place, — ^it is necessary to examine the 
subject-matter of the exchange itself, and to realize 
distinctly what it is that is bought or sold, trans- 
ferred or given in exchange. When the transac- 
tion takes a practical form, Foreign Bills, — that is 
to say, bills on foreign countries, — constitute this 
subject-matter; but a less technical explanation 
can be given. That which forms the subject of 
exchange is a debt owing by a foreigner and pay- 
able in his own country, which is transferred by 
the creditor or claimant for a certain sum of money 
to a third person, who desires to receive money in 
that foreign country, probably in order to assign it 
over to a fourth person in the same place, to whom 
he in his turn may be indebted. The operation 
which takes place is put very clearly by Mr. Mill 
in the following passage : — * 

“ A merchant in England, A, has exported Eng- 
lish commodities, consigning them to his corre- 
spondent B in France. Another merchant inFrance, 
C, has exported French commodities, suppose of 
equivalent value, to a merchant D in England. 
is evidently unnecessary that B in France should 
send money to A in England^ and thsit D in Englalid 
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should send an equal sum of money to 0 in France, 
the one debt may be applied to the payment of the 
other, and the dohble cost and risk of carriage be 
thus saved. A draws a Bill on B for the amount 
which B owes to l^m ; D, having an equal amount 
to pay in France, buys this bill from A and sends 
it to 0, who, at the expiration of the number of 
days which the bill has to run, presents it to B for 
payment. Thus the debt due from France to 
England, and the debt due from England to 
France, are both paid without sending an ounce of 
gold or silver from one country to the other.” * 
This explanation, however, involves the idea of 
the transaction being carried out by the instmmen- 
tahty of an actual bill of exchange, which, at the 
present stage of the inquiry, it is better to ignore 
altogether. It will be found more convenient to treat 
&e transaction, in the first instance, as a simple ex- 
change of debts and alaims, without considering the 
instruments by which it is accomplished. Initsmost 
general form, the case may be stated as follows : — 
As the result of international commerce, a certain 
portion of the community has become indebted to 
^merchants in foreign countries; and in order ta 
save the trouble, risk, and expense of sending coin, 

’ < Prindpl^ of Political Economy,' ch. xz. par. 2. 

B 2 
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it seeks out another portion of the community to 
iriom a Bimilar amount is owing by the identical ‘ 
foreign countries in question, and buying up these 
debts, assigns them over in payment to its own 
foreign creditors. And if the aglp-egate sums owing 
by any two countries to each other were absolutely 
equal, — that is to say, equal in amount, coincident 
as to the period fixed for settlement, and payable, 
too, in an equal or identical currency, — there would 
be no dijficulty of any kind in determining the 
equivalent which the purchasers of such claims 
would pay to the sellers. It would simply be a sum 
equal to, or rather identical with, that which is 
payable abroad under the transferred claims. The 
amount required by the purchasers being equal to 
the amount held by the sellers, and required, too, 

at the same time, there would be no cause in 

• 

operation to vary the price, and there would be no 
fluctuations in the rates of Foreign Exchanges. In 
technical language they would always remain at 
par. But, conversely, we arrive at the point which 
forms the essence of the present discussion : the 
fluctuations which actually ^ take place in the 
Foreign Exchanges are at once the necessary re-^ 
suit and the certain index of the inequalities which 
exist in the indebtedness of different countries, 
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inequalities either in the amount of their lia- 
Smties or in the time within which payment must 
be made or in th^relation of the currency^ of one 
country to that of another. 

It might have deemed easier to have explained 
the exchanges in question as exchanges between 
different currencies, as of sovereigns against francs, 
or of florins against dollars ; the more so, as prac- 
tically this is the shape which actual transactions 
generally assume. But if the definition had been 
thus limited, a most important, and indeed essen- 
tial feature, would have been overlooked ; that is 
to say, that though one system of coinage were 
adopted for all countries, claims on foreign coun- 
tries would nevertheless vary in price, and would 
still be either at a premium or at a discount, 
according as there happened to be at any moment 
a* greater or less demand on the part of such as 
desired to transmit funds abroad as compared with 
the supply offered by such as had outstandings 
abroad which they were entitled to draw in. For 
this is the first cause of what is generally spoken 
of as the rise and fall^of Foreign Exchanges. On 
some particular da/, or through a given season, a 
large amount is required to be sent abroad in 
payment of debts ; England, let us say, is heavily 
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wdcbtcd to Fruioo, sud the time b&s arrived foi 

* • 

k\» ttiis time, however, it happens that 
in tbe^opposite branch of tradefthat which results 
in France being indebted to England, fewer trans- 
actions have taken place, and ifiius there are com- 
paratively few who have amounts standing to their 
credit in Paris which they might transfer to those 
who have to remit ; in other words, adopting the 
language of merchants, there are few who have 
bills upon France. The consequence is, that there 
is great competition for these few bills ; those who 
do not hid high enough for them will either have 
to go through all the trouble of packing, insuring, 
and despatching gold, pr else will not punctually 
meet their engagements. Thus those who have 
the bills to sell are able to obtain more than the 
actual par value for them. In consideration 9f 
their having a given sum already at a spot where 
it is required by another, and' whither the latter 
must convey it himself at some expense if they 
do not cede it to him, they are able to secure for 
themselves the whole of the benefit, which, if the 
exchanges were at pftr (that^ is 'to say, if the in- 
debtedness of the two countries were equal), would ^ 
be divided between the buyer and the seller. In- 
stead of the arrangement being & mutual coh- 
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venience, the seller is able, by the competition 
of the buyers, to secure the whole convenience to 
himself. 

Supply and demand, in their usual form, deter- 
mine the transaction at this stage. Bills on Prance, 
in the case just put, would be at a premium. In 
the opposite case, if there were more persons who 
had money to claim from France than those who 
required to send funds thither, bills on France 
would be at a discount. These are the first and 
most elementary instances of fluctuations in the 
Foreign Exchanges ; and for the purpose of appre- 
ciating clearly what is their real nature and origin, 
it is important to discard in the first instance all 
the accessory circumstances, and to hold fast to 
the general principle that what is really given in 
pchange in the natural and simple transactions 
from which all others are derived, is a sum of 
money at one placrfor an equivalent sum of money 
at another. By way of anticipation it might, how- 
ever, be stated here that, in contradistinction to 
this simplest transaction, the most comphcated 
•vould be one in* w^)ich the sum of money given 
would be payable immediately, the equivalent 
recoverable three months later; the sum given 
be in gold, t];Le equivalent in silver ; the sum given 
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be perfectly undoubted, being paid down at once, 

• C 

the equivalent be of doubtful character, because 
involving a lengthened credit. <Co establish the 
equality between the two sums, it would accord- 
ingly be necessary to take into account the relative 
value at the time of gold to silver, the amount of 
interest which would be lost by waiting three 
months, and the amount of risk which would be 
run by receiving a piece of paper representing a 
promise to pay three months hence in exchange 
for cash paid down. These are all considerations 
which affect the exchanges, and which indeed 
render the subject so complicated that the ground- 
work may easily be lost sight of. Discussions are 
sometimes held on the state of the Foreign Ex- 
changes in which attention is paid mainly to the 
value of money in different countries, to the amount 
of bulhon held by each, and to the relative position 
of their paper currency,— points, no doubt, of the 
highest moment in influencing the fluctuations in 
the exchanges, but nevertheless subordinate to the 
question of relative indebtedness, which remains 
the first and most material element. In studying 
the subject as a whole, it is above all things neces- 
sary to form a clear view of what is meant by 
international indebtedness, of the elements of 
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which it is constituted, and the various phenomena 
Vtich it presents. As soon as this elementary 
question, which Underlies the whole theo^ of the 
Foreign Exchanges, is properly understood, and 
an idea has been^^ained of the various modes in 
which countries become indebted to one another, 
we can proceed to consider the form which this 
indebtedness assumes when the time of settlement 
arrives and when the floating debt is fixed in bills 
of exchange. The course of the discussion will then 
naturally lead to the nature and form of these bills 
of exchange, to their purchase and sale, to the 
various influences which determine their price, to 
their frequent fluctuations, tp the meaning and 
force of the usual phrase that the Foreign Ex- 
changes are favourable or adverse, and to the value 
of the state of the exchanges as an index of inter- 
national transactions. We shall first consider the 
debts themselves, and shall find them finally re- 
presented by, and embodied in, a constant mass of 
biUs of exchange; it wiU then be necessary to 
inquire whether these bills are payable at once, or 
at fixed future ternjs, whether they represent a 
final transaction dr whether a portion only of a 
commercial operation, and how the rate of interest, 
the credit of^tbe debtors, the indulgence of the 



10 


FOBEiaN SXOHANaSB. 


creditors, the depreciation of the currency in which 
the bills are payable, affect their exchangeabiUty. 
We shall examine what circumftances lead to a 
demand for bills on foreign countries and bow it 
is possible to check or intens^ that demand. 
Thus, at the close of our investigation, we shall 
light on many of the most important questions 
which have lately been ventilated in monetary 
circles, — as to the effect of a high rate of interest 
in checking the ef&ux of gold, as to the power 
which foreign capitalists, holders of bills of ex- 
change on England, may exert over our money- 
market, as to the result of these bills being all 
forced upon the money-market for discount at 
once, instead of being gradually encashed as they 
mature, and other matters of this nature ; ques- 
tions which are by no means theoretical or abstract, 
but of vital and practical importance to every one 
engaged in mercantile pursuits.* 



CHAPTER n. 

ANALYSIS OF INTERNATIONAL INDEBTEDNESS CONSIDERED AB 
THE BASIS OF THE FOREIGN EXCHANGBS. 

The first element which we have to consider in 
discussing the Foreign Exchanges is to be found, 
as has been already stated, ^in international in- 
debtedness; the exchanges in question are .ex- 
changes of claims or debts, and an inquiry into 
the origin and nature of these debts will throw 
considerable light upon the subject. 

It is an error often committed to imagine these 
debts to be incurred simply by the importation of 
foreign commodities, and to look on the balance of 
trade as a mere question of import and export, as 
being the excess of the one over the other. It is 
necessary to look closer into the transactions be- 
tween two countries before an idea can be formed 
of the positicgi of their mutual indebtedness. 
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be discovered to result not so much from 
the exchange of their respective produce as from' 
the relative totals of all the am(Jhnts expended by 
each upon the other, whether in payment of* pro- 
duce and manufactures, or for^the purchase of 
shaies and public securities, or for the settlement 
of profits, commissions, or tribute of any kind, or 
for the discharge of the expenses incurred in foreign 
residence or travel : in fact, from the entire pay- 
ments (or promises to pay) which pass between 
the respective countries. The idea of actual bor- 
rowing must be lost sight of ; it is the liability 
incurred with which we are now concerned ; and 
this liability is identical in its effect, whatever its 
origin may be. 

Payments which have to be made by one country 
to another for any purpose whatsoever, have the 
same effect as payments for direct importations. 
Thus it is possible that the general indebtedness 
of two countries to each other may be almost 
balanced, though the one imports far more com- 
modities from the other than those which it 
supplies in return. For insts^uce^ the excess may 
amount to three millions sterling ; but the nation 
which, through this class of transactions, has thus 
become a creditor for the excess of three millions^ 
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ma;r dispose of one million thereof in mtUftf 
remittances to snch of its body M h&TO tikHI 
up their residencS in the other country, 9* hw# 
been ttaTelling and spending money abroad : and 
another million m^y he sent to the country which 
has imported the excess, in order to buy up 
public securities ; and supposing this htter country 
to be a great shipping nation, another million may 
be due to it for freights. Thus the equilibrium 
between the two countries would be restored, and 
there would be no adverse balance on either side ; 
the indebtedness would be equal. 

It may not be superfluous to examine some of 
these international transactions more in detail. 

As an instance, we may examine the force* of 
foreign loans. Treating the subject, as is at present 
the case, with a view to the Foreign Exchanges, a 
foreign loan will tell against the balance, not of 
the borrowing country which receives the loan, but 
of the lending country which supplies it. 

The loan may certainly have ultimately to be 
.^repaid ; but, at the time when it is contracted, it 
acts with the same force as' an export upon the 
country which borrows, and with that of an import 
to the country which lends. In fact, the borrowing 
ocmntry expoi;^ its securities, which are imported 
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by the lending capitalists, and thus, with regard to 

* 4 

the balance of trade, to contract a foreign loan is 
equivajent to an increase of exportation. Some- 
times when the indebtedness of a country td others 
becomes so great that the liabijity cannot be liqui- 
dated either by shipments of bullion, or by an 
increase of exportation, recourse is had to a loan 
in order to readjust the balance; the country 
exports public securities made for the purpose, 
when it has no other available resources left with 
which to satisfy its foreign creditors. Russia has 
more than once adopted this course. 

Or, again, there may be a nation, rich in capital 
and very self-dependent, importing little, because 
it contains within its own limits most of its require- 
ments, but exporting very largely. The tendency 

of such a country would be to become the creditor 

( 

of all her neighbotirs. How will the balance be 
restored? This case is the converse of the one 
just now considered ; the indebtedness under the 
present hypothesis is not excessive, but under the 
mark; such a country often restores the equili- 
brium by becoming the speoolative purchaser and 
importer of loans and stocks and securities of all 
kinds; her manufactures are repaid by railway 
debentures, and the sums which qther countries 
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^expend on the commodities with which she sup- 
plies them, she in her turn expendj on the Stock 
Exchanges of foreign capitals. There is no doubt 
but what the bailee of trade is immensely affected 
at such times, wl^pn any great speculative mania 
for foreign securities springs up. In the same way 
as the monetary position of a country may be en- 
dangered when it imports more foreign produce 
than the amount of its exportation, so may it be 
endangered by the undue purchase of foreign 
stocks, with the sole distinction that the latter are 
often far more adapted for re-exportation than 
manufactured goods or produce, on which the 
charges of shipment or re-shipment are infinitely 
heavier. 

It will appear from the foregoing observations 
that, when the relative indebtedness or the balance 
of trade between two countries is spoken of, the 
permanent debts of one country to another do not 
enter into consideration, — at least, not until the 
term of payment has arrived ; the balance of trade 
depends upon the transactions which have to be 
settled, not upon'thdSe whic& by common consent 
are held in abeyance for a long term of years. For 
instance, there is no doubt that the United States 
rfwe an enormous amount to England in the shape 
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of American securities in the hands of Enghsh 
holders ; hut with the exception of the interest on 
these securities, this consolidate*d indebtedness, as 

t 

it does not require settlement, exercises hardly any 
influence on that floating indebtedness, by the 
balance of which the fluctuations in the exchanges 
between the two countries are determined. 

These securities are articles of commerce, im- 
ported by England from America, which, at the 
time of their importation, no doubt acted upon the 
exchanges equally with the cotton which came 
from the same quarter; and which, when they 
come to be re-exported to America (but not till 
then), will affect the exchanges in the contrary 
direction ; that it to say, with the same force as 
is exercised by cotton when it is re-exported to 
America in the shape of Manchester goods. Other- 
wise, involving no immediate claim, they cannot 
be regarded as a set-off to the debts which we 
incur to the Americans for cotton and com, and 
which must be settled at once. The balance of 
trade may be entirely against England, though the 
amount of American" securities in English hands 
should immensely exceed that balance. 

The case of the coupons attached to such stock 
is very different. The interest which they reprd- 



FOBEIQN EXOBAmEa, 


17 


sent^is a constant and important feature in national 
indebtedness. It constitutes an immediate liability 
'incurred by the borrowing country ; it is ^xpen- 
diture ih favour of a foreign creditor. A country 
which has annually large sums of interest to pay 
abroad, must import so much less or export so 
much more.- Conversely, a rich country with an 
annual income of interest from other nations, is 
able, as far as this income goes, to pay for an 
equivalent excess of its imports over its exports. 
It sets off these receipts against its excessive 
expenditure. It may look upon them as capital 
coming in against capital going out. 

The large sums which England receives every 
year in payment of interest from foreign countries, 
considerably reduce the balance which, notwith- 
standing our enormous exportation, is almost 
always against us ; the foreign loans negotiated in 
England increase her indebtedness at the time 
when they are contracted ; but the annual revenue 
subsequently derived from them contributes to 
wards its reduction. 

The effect of profits and commissions on the 
mutual liabihty of nations is much the same as 
that which we have just described as exercised by 
interest. Amcyig such prpfitSi we may class the 

0 
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freights earned by the ships of various countries ; 
the country which becomes the carrier for others,^ 
thereby establishes claims against them with which 
it can pay for its importations from them. The 
charge of freight acts with the same force as a 
charge for a commodity actually produced and 
exported. An exclusively maritime country could 
discharge its obhgations to other countries which 
supply it with necessaries, simply by becoming 
their carrier without exporting any produce or 
manufacture to them in return. 

Or, again, a peculiar favorable position may 
enable one nation to make others its debtors for 
various tributes and commissions, and thus to 
obtain a revenue equivalent to one consisting of 
interest, of freights, or /)f the proceeds of exported 
commodities. A country which, like England, 
mediates the transactions of many others, and 
through its position as a great banking and mer- 
cantile centre, is able to secure some slight com- 
mission or profit upon all the operations which it 
assists in conducting, derives no . inconsiderable 
revenue from this source, formerly, when London 
was the great emporium of goods for foreign mar- 
kets, and English merchants supplied the greater 
part of the Continent (which was itself in no disect 
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trade with India or America) with cotton, coffee, 

♦ • 

sugar, tea, — in fact, with all the produce of the East 
and West Indies, — ^the commissions and profits on 
this intervention must have been very considerable, 
and have been an important element in the income 
secured to the nation from foreign sources. How- 
ever, the tendency of the age, which is constantly 
bringing the producer and consumer into closer 
and more direct connexion by eliminating mid- 
dle men and intermediate profits, is likewise 
exhibited in the fact that the Transatlantic or 
Indian producer is brought more and more into 
immediate connexion with the continental con- 
sumer. At present the continental shipowners 
and merchants make their importations from 
most producing countries direct, thus emancipating 
themselves from the London market, though not 
entirely from London banking facihties. The 
interest and commissions which are still paid by 
almost every country to English capitalists, cer- 
tainly form a noticeable element in the revenue 
by which England is enabled to discharge her 
enormous foreign liabilities. 

An allusion was cursorily made to the expendi- 
ture in travelling or residence abroad. Eussia 
supplies the l^est illustration to the force of this 
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expenditure. Several millions sterling are arnmaUj 
spent by the rich Bnssian nobility in travelling or 
in foreign residence, and the capital thns taken 

' f 

from Russia tells against the balance of her trade 
precisely in the same manner as if it had been 
spent in Russia in the importation of foreign goods. 
The bills drawn by the travelling princes on their 
St. Petersburg bankers affect the exchanges pre- 
cisely with the same force as bills drawn on St. 
Petersburg for the champagne sent thither from 
France. The liabilities incurred by foreign travel 
are peculiarly felt by Russia, — in the first instance, 
because they are of themselves excessive, in the 
second, because, independently of this expenditure, 
Russia tends to consume more than she produces. 

There are many other international transactions 
which, in a complete summary of the items from 
which the so-called balance of trade is formed, 
might well deserve enumeration: for instance, 
import duties, or transit dues, and the whole range 
of Government imposts. But the consideration of 
the force of these charges belongs 'to a different 
field of inquiry to that on which we are now em- 
ployed. The expenses of armaments to distant 
regions, especially the regular expenditure of ships 
of war at foreign stations, also foijn an item "in 
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interiiatioiial indebtedness which should not be 
overlooked. 

The preceding malyBiB of Bome of the more im- 
portant elements may suffice to convey a general 
and intelligible notipn of the different points to 
which attention should be directed, when a judg- 
ment as to the relative transactions between two 
nations, and the balance which they may ultimately 
present, is to be formed. The first and principal 
element no doubt is to be found in the comparative 
imports and exports in the hteral sense of the 
term ; but the operation of these transactions is so 
self-evident and generally understood, that it has 
not been necessary to dilate much upon this por- 
tion of the subject. In addition to the considera- 
tion of the exports and imports, it has been shown 
to be requisite to measure the farther expenditure 
of nations upon each other — including therein all 
national extravagance exhibited in the granting of 
foreign subsidies or loans and in keeping up costly 
armaments abroad, as well as all individual ex- 
travagance, as displayed in excessive foreign travel 
or residence, or in gpeculations on foreign Stock 
Exchanges. On the other hand, it will be necessary 
to measure the force of national acquisitiveness in 
securing tributes, voluntary or involuntary, from 
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other ootmtries: and of individnal enterprise .in 
secnring to jtself, by enperiority of position, capital, 
or activity, the larger share of the advantages of 
international commerce. To form a correct notion 
of the relative indebtedness of two given countries 
is, from the complexity of the facte, a most difficult 
task ; but it is hoped that the principles on which ■ 
the balance should be struck, and the class of 
facts which should be especially searched for and 
examined, have become sufficiently plain to the 
general reader in the course of the foregoing 
observationa. 




CHAPTER m. 

EXAMINATION OP THE YAEIOUS CLASSES OP POEBIOH BILLS 
IN WHICH INTERNATIONAL INDEBTEDNESS IS ULTI- 
MATELY EMBODIED. 

Having thus passed in review the different kinds 
of liabilities which nations inonr towards each other, 
we are now in a position to consider the mode of 
adjustment of such debts and claims, and the instru- 
ments by which it is accomplished. Most inter- 
national transactions are settled by a transfer of 
debts, through the medium of foreign bills of ex- 
change, and for the general reader (who has no 
opportunity of handling and examining the bills 
themselves, *and of gaining, through their study, a 
knowledge of the^ various classes into which they 
may be divided, and the properties which attach to 
them), some remarks on this portion of the subject 
may not be<6uperfluoiis« 
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From the point of view of the Foreign, Ex* 
changes, it must be considered that the debts 
contracted between different nations are on the 
point of being closed. Practicably, credit is given, 
in the vast majority of cases, previously to the 
drawing of the bills or the transmission of the 
remittances which are to settle pending accounts. 
With this, however, we are at present not directly 
concerned, though a discussion on the Foreign 
Exchanges would not be complete without an 
allusion to the fact. The knowledge that there is 
a certain balance owing, for which credit is given, 
but which will ultimately be called in, acts, to a 
certain extent, upon the exchanges, just as in 
questions of supply and demand the knowledge 
that the supply may be indefinitely increased acts 
almost with the same force as actual present supply. 
But what we have now to deal with is the liquida- 
tion of debts which are becoming due, — in fact, 
the liabilities for which the time of settlement has 
arrived. 

The debts between different countries, when they 
approach this time of settlement, are embodied, as 
far as possible, in bills of exchange ; this mode of 
adjustment being universally applied, so far as the 
indebtedness of one country to others is covered 
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by t^e liabilities of those oonntries to itself. It is 
certain that as far as acconnts can be paid off with- 
out the risk and expense of bullion remittances, 
through simple trj,nsfers, through a direct settle- 
ment between the creditors of any foreign country 
and those who are in its debt, their respective 
debtors and creditors being left to make a corre- 
sponding adjustment abroad, so far the use of bills 
of exchange will invariably extend. But how are 
foreign liabilities to be discharged when the claims 
on one side or the other are exhausted , — where 
there is a balance of debts to be paid without any 
ecjuivalent of claims which might be set against 
them ? It will subsequently be found that, by 
somewhat artificial arrangements, it is possible 
that even a portion of «uch a balance may be 
settled, at least for the time, by bills of exchange. 
But the consideration of this more complicated 
question must be deferred for the present. We 
have, in the first instance, to deal with such foreign 
bills as embody actual debts and claims, and re- 
present an exchange — an exchange made between 
the drawer or seller of the bill and the purchaser 
of the bill; the former ceding his claim on a foreign 
debtor against payment on the spot, and the pur- 
chaser remitting the bill to another foreigner to 
whom he is himself indebted. 
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The mejoritj of foidgn bills of exchange isarry 
(to m eye praetised in dempbering their history) 
fte erideooe of their origin and nature written 
upon them ; and much may b$ leamt, both as to 
intematioixal transactions generally, and as to 
the peculiar features of the times, from a careful 
study of large miscellaneous parcels of bills. There 
ynii he found among them bills representing each 
of the different causes of indebtedness which have 


been described. The greater portion will represent 
exports of produce ; and this will especially be 
found to be the case between countries which lie 
at great distances from each other, and whose 
transactions are comparatively simple; but the 
closer the countries, and the more they are con- 
nected in what may be called neighbourly relations, 
the more diversified and complicated are the trans- 
actions represented by bills of exchange. Between 
the Continent and England there is a very large 
proportion of bills which represent the expenditure 
of the foreign residents, drafts on their bankers at 
home, and encashments of dividends or other 
sources of revenue. There' will be found innu- 
merable bills based on the sales or purchases 
of stock, and large amounts which represent the 
transfer of capital from one countryuto another by 



rOIUtlaH BXOHUtOBB. m 

waji of girng effect to a public loan or a joint-stock 
undertaking. Few foreign loans are negotiated 
whicl^ are not accompanied by a certain issue of 
bills of exchange. Whenever the country which 
has secured a loan owes a balance on its general 
mercantile transactions, and is in want of remit- 
tances to cover it, bills may most conveniently be 
drawn upon the lending country for the amount of 
the loan thus contracted ; for they will at once be 
eagerly purchased, in order to be remitted to the 
foreign creditors. In the contrary case, where f 
there is no balance requiring settlement, a loan 
would generally be taken in specie. 

Amongst any parcel of bills there will probably 
be some which are drawn against freights which 
have become payable,— a large item in those coun- 
tries which have a great shipping interest, but little 
natural produce. Sweden or Norway, for instance, 
when they have remittances to make, have con- 
siderable difSculty in finding any other bills than 
such as are drawn either against wood (their chief 
article of export), or against the freights earned by 
their ships. They fire hampered in their importa- 
tions by the difficulty of making remittances in 
what are called “ admowledged first-class bills.” 
!rhere is, indeed, generally some peculiarity about 
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^ nmitta&oes from each different oonntry : from 
the East Indies and China, where the chief articles 
of export are of great value, and where, frqpi the 
necessity of large capital for bringing such valu- 
able produce to market, the transactions are more 
than elsewhere concentrated in wealthy houses, the 
bills are to a great extent drawn in large amounts 
and on Grst-claas European firms ; it is very usual 
to see bills of ten thousand pounds, and the cha- 
racter of the bills is generally exceedingly good. 
The distance between the two countries, and the 
length of credit which the purchaser of the bill 
must accordingly give, make great caution neces- 
sary, and render it highly important that those on 
whom the bills are drawn should be persons of 
known repute. ^ 

From the Continent, on the other hand, the re- 
mittances received are generally of a very different 
character : from the frequency of transactions and 
the facility of communication, the bills are drawn 
in the greatest variety of form and in much smaller 
amounts. They represent daily retai^ operations, 
as well as the great transactions o*f merchants and 
bankers. Any one receiving remittances from the 
interior of the Continent to the amount of ten or 
twenty thousand pounds at a time, will find the 
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sum made np of a Tery considerable niimner of 
little bills. There will be bills against cattle, against 
eggs, against butter, drafts of travelling English- 
men on'their London bankers, bills against German 
toys, French nicknacks, wine, fruit, and vegetables. 
And as the transactions are now much carried on 
in a retail form, amongst bills on regular mer- 
chants and importers, large and small, will be 
found many on persons whom it is difficult to 
classify, and who belong to the lower strata of the 
mercantile community ; on agents who have per- 
suaded German manufacturers to trust them with 
the disposal of their goods, and on branches of 
small foreign establishments who wish to try the 
London markets ; also on shop-keepers and milli- 
ners, and others quite beyond the commercial circle 
— in fact, on every class whose business brings 
them in anyway into connexion with foreign goods. 

The American bills are like the East Indian bills 
in some respects. Being generally based upon 
cotton, of which a small quantity costs a large sum, 
they are drawn in large amounts, and represent 
considerable mercantile transact ions. But the trade 
between the TJnitefl States and Liverpool being 
muchmore rapidly and easilymanaged than between 
England and India, and peculiar facilities for the 
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conducting of the onerations without capital on the 
part of either the exporter or importer being ob- 
tainable in the cotton trade, amongst many first- 
class American bills there is also to be ‘found a 

L 

considerable number drawn on firms not known 
beyond their immediate circle, and who have no 
means of paying their acceptances except by the 
identical produce which is consigned them against 
such drafts. 

Thus far the bills which have been taken into 
consideration have been assumed to represent and 
close direct and hond-fide transactions ; but a large 
class of foreign bills perform very different func- 
tions, which it is important properly to appreciate. 
There is little mystery in the operations of the 
Foreign Exchanges when confined to the direct 
and immediate transactions of which we have been 
treating hitherto. The subject is complicated by 
the fact that a very large proportion of bills repre- 
sent indirect operations which it is less easy to 
follow, and that others do not represent any actual 
previous transaction whatever, at lea^t in the sense 
of closing indebtedness, but act in a perfectly 
different manner. 

In the first instance, we should enumerate those 
foreign bills which do not represent the usual 
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debtedness which is assumed to exist between the 
acceptor and drawer, but a debt due to the drawer 
by a third party residing in a thifd country, of 
which ^he acceptor merely mediates the payment. 
For instance, teas shipped from China to New 
York are generally faid for by a draft of the ex- 
porter on a London merchant for account of the 
American importer. The exporter in China is 
paid by the price which is given him for his bill 
on London ; and the acceptor looks for payment 
to the importer in New York. 

It is important to remember that this class of 
bills does not offer the same kind of evidence as 
others, as to the indebtedness of the country on 
which they are drawn ; for the accepting country 
is a creditor of a third couptry for exactly the same 
amount as that which it must pay to the drawing 
country; and any estimate which might be at- 
tempted as to the liabilities of a country, based on 
the bills afloat upon it, which should omit the 
consideration of these acceptances for third 
accounts, wonJd not fail to be erroneous. It is 
necessary at least io attempt to* discover what pro- 
portion of the liabilities may have been incurred 
as by principals and what as by agents or middle- 
men. For mstance, let us suppose it to be 
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deaiied, at any particniar moment, to consider the 
relative indebtedness between England and the 
United States. It might be discovered that the sum 
total of the exports of the Americans to uS, in the 
largest sense of the word, taking into consideration 
all the supplementary causes of indebtedness to 
which allusion has been made, exceeded all that 
they had taken from us, or spent on us, and that 
accordingly we should have to remit the balance 
in gold. But an element of importance would be 
omitted if the question were not asked, How do 
the United States stand as regards their imports 
from the East ? are there not large sums running 
upon England for American account, which they 
have still to remit ? The answer to this question 
might lead to a different inference as to the 
balance. 

It is especially necessary not to overlook theSe 
indirect liabilities in the case of the bills upon 
England, as they form a very large item in the 
total of our acceptances. 

Those to whom these questions are new, may 
not be able at first sight to discover the cause 
which still compels most other countries to make 
London their banking centre : why it is that in 
the East Indies those who ship prodiype to AjneriCa 



^SBiaN EXCHAKQB8. 




draw cn London and not on New York ; and why 
the New Orleans cotton exporter draws on London 
instead of on St. Petersburg for the cotton shipped 
to Eussia. A partial cause might be found in tb^ 
credit granted by London bankers, and also in 
the greater reputation of the London houses, 
which extending to all quarters of the globe, gives 
a bill on them quite a different value to that which 
could be assigned to bills on American and Rus- 
sian bankers equally wealthy, but less widely known. 
But this can only be called a secondary reason, 
and appears on closer examination to be itself the 
result of the primary cause which makes England 
the great banking centre of the world. That 
primary cause is to be found in the stupendous 
and never-ceasing exports ctf England, which have 
for effect that every country in the world, being 
in^ constant receipt of English manufactures, is 
under the necessity of making remittances to pay 
for them, either in bullion, in produce, or in bills. 
It may divert its produce to other countries, but 
the biUs drawnr against such produce will be sure 
to find their way lo England. In other words, 
there will be a demand for biUB on London bank* 
ere, and English bills will be more saleable than 
any others. There can be no exchange dn any 
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pl«» to irfdoh nmittaaees have not con|tantly 
ud ngolariy to be made. And tdee mtd, when 


is soon established, and the* intervention of a 
mntnal centre is not required. For inHti»i <» ^^ Eng< 
land exports fabulous quantities of Manchester 
goods to the East, and silver into the bargain, 
receiving in exchange tea and silk. But suppose 
the tea and silk which England requires to be less 
in value than the merchandize exported. How 
can the balance be regulated ? As follows : — The 
Americans export very little to China, but require 
more tea and silk from the Chinese than what they 
give them in goods. Consequently, the Chinese 
have a surplus claim on New York. This they 
transfer to their English creditors, to whom they 
are indebted for the surplus value of the goods 
imported feom England over their own produce 
shipped to England ; in other words, they remit 
to their English creditors the bills drawn for 
American account, or instruct the Americans to 
send gold to England for the »amount. The 
instance given is but an 'illustration ; if the par- 
ticular case is not entirely correct, many others 
might be supplied in its place. That the imports 
of England exceed her exports, doqs not invalidate 
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the present proposition ; it is the universal difbsion 
of the products of English industry, vrhich tends 
to brin^ about the result described. England buys 
from, and sells to, almost every country in the 
world. Of other countries, A may import from B, 
but export to 0 ; an^ if B and 0 are not in constant 
intercourse, A will not be able to pay B by giving 
him an assignment on 0. However, A, B, and 0 
are aU commercially connected with England, and 
thus A can pay B hy assigning to him a claim 
against England, which he himself has received in 
payment from 0 ; or more simply, C draws a bill 
on England and remits it to A in payment, and A 
passes it on to B, who beingin constant connexion 
vrith England, is in his turn easily able to use it. 

As illustrations of the converse proposition, that, 
where there is a regular and constant interchange 
6f imports and exports between two countries, an 
exchange is at once established by which trans- 
actions may be settled without the intervention of 
England, may be cited the cases of Java and Hol- 
land, of New* York and Bremen, of Rio Janeiro 
and Hamburg. ’FoAnerly, when Germany was 
farther behind England in her exports than she is 
at present, the New York houses paid themselves 
i8t their shipments of tobacco or other produce 

D S 
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to Bremen, by drawing for Bremen accot[i|.t on 
England, and Bremen wonld settle the transaction 
by buying up and remitting to England the bills 
of the Holstein cattle-dealers er of the butter- 
exporters of the Low Countries. But now so 
many German manufactures are sent to the States, 
that there are always buyers for bills drawn on 
Bremen direct ; or, more simply, the tobacco and 
cotton shipped to Germany is paid for by Ger- 
man manufactures, and no further interyention is 
required. What becomes then of the cattle and 
butter bills, which are thus set free ? These are 
still collected in Bremen and remitted to Eng- 
land, but against different transactions. The regu- 
lar- mutual intercourse established between New 
York and Germany does not yet exist between 
Germany and Bombay. Bombay as yet takes very 
little from Germany, the great bulk of her deal- 
ings being stiU with England ; consequently the 
Bombay merchants, finding few purchasers for 
bills on Bremen, still draw on London for Ger- 
man account, when they ship cotton* direct to the 
% 

Continent : and a transactioli takes place which in 
fact amounts to this, that they direct their London 
creditors to obtain payment from their German 
debtors. Accordingly these latter are still undk 
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the necessity of baying ap bills apon England, as 
oonstitating the most convenient remittance by 
which they can effect those payments to English 
merchants which Iheir Bombay creditors instracted 
them to make. A very large proportion of the 
foreign bills afloat* will, on a careful analysis, be 
discovered to represent adjustments of this kind, 
that is to say, not direct but indirect and inter- 
mediate settlements, in which London appears as 
the clearing-house of the world, where most inter- 
national transactions are closed. 

It remains to consider those foreign bills which 
represent no settlements of indebtedness at all, — 
bills which are technically* said to be drawn in 
blank, by which the acceptor does not pay -his 
debt to the drawer, but by which, on the contrary, 
the drawer incurs a debt to the acceptor. The part 
^hich these biUs play in aU questions of the Fo- 
reign Exchanges is very considerable, and requires 
careful attention. A portion of them approach 
very nearly indeed to the character of what in the 
home trade ate called accommodation bills ; they 
may be drawn by mbrchants in one country on 
merchants or bankers in another, in order to se- 
cure the use of the money which is paid as their 
^ice^ for thatime during which the bills have to 



88 


fOBBION EXOHANOBB. 


mn. The pnrchsser of the biUa in tbie ease fisikea 
the place of the disootmter of aocouunodation 
paper, and the transactions may be perpetually 
renewed in the same way and svith more facility 
than accommodation bills. But there is another 
function of bills drawn in blank and representing 
no actual transactions, which is little understood 
by the general public, but which, nevertheless, is 
in many cases very important and expedient. 

It is very possible, and indeed probable, that the 
imports and exports of any country wiU not fall 
into the same period of the year ; and that, conse- 
quently, the seasons when the imports have to be 
paid for wiU not coincide with the seasons when 
payment is exacted from foreign countries for the 
exports. In the case ef a purely corn-growing 
country, for instance, the revenue derived from 
foreign countries wiU come in at the conclusion df 
the harvest, when the cargoes of com begin to be 
despatched. There wiU then be biUs drawn against 
these shipments on the countries to which they 
are directed. Meanwhile, however, the country in 
question has been importing mahufactures from its 
neighbours 9U the year round, and the importers 
have been requiring biUs on foreign countries in 
order to make remittances, bng before the corn* 
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bills could be drawn and become available. If no 
other device could be found, the importers would, 
before the harvest-time, be obliged? to remit gold 
abroad in payment of their purchases ; and after- 
wards the exporters, not being able to sell their 
bills, which the intporters would now no longer 
want, would have to receive back the equivalent of 
their exports in remittances of gold from abroad. 
Thus the risk, the expense, and the reduction 
of circulation, which are consequent on repeated 
journeys of bullion, would be twice incurred, owing 
to the exports and imports of the same country 
falling into different seasons. This difficulty is 
often avoided if the bankers in one country draw 
upon those in another, at the time when no actual 
commercial bills, represpting bond-Jide transac- 
tions can be bought, and subsequently square the 
diability which they have incurred towards the 
acceptors of their bills drawn in blank, by buying- 
up and remitting the export-biUs as soon as the 
goods have been shipped and are made available 
for drafts. Thus the importers are able to procure 
bills from such -banking houses at a time when 
otherwise they could buy no bills at all, and the 
exporters sell to the same bankers later on, at a 
lime when ^otherwise they would find no pnr* 
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chasers, the importations having been previously 
paid for. The same object is often sought for and 
ittained by the exporting houses receiving per- 
mission from those to whom tjjey sell or'consign 
their shipments, to draw bills in anticipation of the 
goods being actually despatched. Thus they are 
enabled to sell the bills at a time when there is a 
demand and when a premium is likely to be paid by 
the importing branch of the community, instead of 
waiting for the time when the bulk of the exports 
are despatched, and when consequently, from the 
number of those who have to draw bills, they would 
have to accept a lower price. Great complaints 
have been made in the Court of Bankruptcy, and in 
many quarters where the force of such transactions 
is not clearly understood, of what is called the 
system of blank credits ; in other words, the system 
of drawing bills from abroad not representing ^ 
the time any actual settlement of indebtedness. 
The reason may probably be that it is easy to con- 
found such bills with accommodation paper. And 
it is true that wherever the existftnce of these 
blank credits has been brought -before the public, 
it has been owing to some catastrophe in which 
the bill transactions actually were only under- 
taken with the intention of raising fictitious capi- 
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tal. it will have been seen that blank credits 
may serve a legitimate and nseM purpose, only 
requiring to be most jealously, and even suspi- 
ciously, watchedL .Those who are not versed in 
the various details of international banking trans- 
actions will have soide difficulty in understanding, 
bow foreign bills, representing mutual accommo- 
dation, and merely intended to raise a fictitious 
capital during the time which the bUls have to 
run, may be distinguished from bills drawn to 
anticipate actual transactions, and to bridge over 
the interval which exists between a season of im- 
portation and a season of exportation. Yet to a 
certain extent it is possible to do so, in the same 
way as the discounting establishments at home 
are able to distinguish l^tween legitimate and 
fictitious inland drafts. The system cannot be 
condemned because it is often abused, — at all 
events not until it becomes evident that the 
abuses which follow in its wake are greater than 
the advantages which it secures. 

For the present, however, it is not necessary to 
inquire into the beneficial or periiioious results of 
these bills drawn in blank. They have simply to 
be enumerated as constantly forming a portion of 
the aggregate amount of foreign bills afloat, and 
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ae Dialing a pecoliaily important part in affecting 
the Foreign Exchanges. The ffaotnations in the 
prices of foreign bills, which constitate the real 
subject-matter of every treatifiie on the’lForeign 
Exchanges, can only then be properly understood, 
when a tolerably accurate insight has been gained 
into tlie nature and character of the bills them- 
selves, and the various classes under which they 
may be ranged. The foregoing chapters have 
accordingly been devoted, in the first place, to an 
elementary inquiry into the transactions in which 
foreign bills have their origin ; then to a more 
minute analysis of that international indebtedness 
which we discover these bills to represent; and 
finally, to the classification and characteristics of 
these bills when actually drawn. We have, so to 
speak, examined the material and the machinery, 
and are now in a position to study the operations 
themselveB. 



CHAPTER IV. 


KNUMERATION OF THE V^BIOHS ELEMENTS OP VALUE WHICH 
DETERMINE THE PLUOTUATIONS IN THE PRICES OF 
FOREIGN BILLS. 

When the Foreign Exchanges are in actual 
operation, and adjustments of accounts are taking 
place between different countries, it appears at 
once that, though the purchase and sale of foreign 
bills originally represent a simple transfer of debts, 
and thus, at first sight, seem to exclude the idea 
of varying prices, the value of these bills is, never- 
theless, in a state of constant fiuctuation. The 
enumeration of the various elements of value which 
determine these differences in price forms the 
next step in our inquiry, and is rendered possible 
by the fact that, while every instance of such 
variations admits of a special practical explanation, 
all are, nevertheless, subject to well-defined 
general Iavs, and'cap&ble of eoientific analysis. 

The primary difference of valae clearly arises, 
as was previously pointed out, either from the 
aggregate amount of the claims of any given 
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coTintry upon others exceeding the sum, of its 
Uahilities to them, or, vice versd, falling short of that 
sum. In tEe first case, those who have bills to 
draw (whom for the sake of conciseness we will 
call the exporters, though the class embraces all 
those who have claims of hny kind on foreign 
countries) will not find sufficient purchasers to 
take all their bills ; for only those will buy who have 
debts abroad to settle, and these debts are by our 
hypothesis of less amount than the claims. Ac- 
cordingly the exporters, competing with each other 
for the sale of the bills, will take less money for 
them than their nominal par value ; that is to say, 
will sell them at a discount In the second case, 
the importing class, those who have incurred 
liabilities to foreigners„having, by our hypothesis, 
larger remittances to make than the exporters can 
supply to them, bid against each other for sudi 
bills as may be got, and pay a premium to secure 
them. In both cases, what exporters and import- 
ers are seeking to avoid is the transmission of 
bullion, with all the sacrifices thereby entailed, and 
accordingly the extent of thu premium or discount 
which can be given is determined by the extent of 
these sacrifices. Let us suppose that importers 
foresee that the bills which they will be able lo 
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procurg, will not suffice for all the payments which 
they have to make. They at once become aware 
that the balance will have to be remittbd in bullion; 
and each individual, to avoid this necessity falling 
to his share, hastens to offer a slight premium to 
those who draw, inteMing by this small sacrifice 
to secure himself against the greater loss in freight, 
insurance, and interest, which is always involved 
in a bullion remittance. The premium may rise to 
within a fraction of this expense or loss ; nay, may 
even reach that actual point ; because though the 
premium paid for the bill and the cost of the specie 
remittance were absolutely equal, it would still be 
more convenient to send the bill. Beyond this 
point the balance of trade cannot cause the premium 
to rise; nor, on the other, hand, can it cause the 
discount at which bills are sold ever to exceed 
the sacrifices which exporters would incur, if they 
found themselves obhged to instruct their foreign 
debtors to send them bullion, in consequence of 
bills upon them no longer being saleable. The 
time, however,*when they would receive payment 
would, in this case* be An important consideration. 
As long as the exporters can find purchasers foi 
their bills, they get payment at once; but when they 
cannot dispose, of their bills any more, they are not 



46 


FORElbir BXOSCiKQSa. 


reimbursed for the value of their exports till the 
equivalent for them is returned in gold. Accord- 
ingly each individual will submit to a sacrifice in 
order to sell his bills before th^ demand for them 
is exhausted and a discount is established ; but the 
discount will not be greater than the estimate 
which the seller makes of the sacrifices which have 
been pointed out. The result becomes perfectly 
clear when stated in actual figures, especially if an 
illustration can be found where the par value of 
bills drawn between two commercial centres is not 
hidden or rendered more complicated by differences 
of currency. New Orleans and New York, before 
the secession, when tbeir respective currencies had 
not been disturbed and divided by independent 
issues of inconvertible paper money, supplied an 
instance in point. Under the hypothesis of an 
identical currency, if at any time the amount of 
bills on New York offered for sale in New Orleans 
equalled the amount of remittances required for 
the payment of debts due to New York — ^that is to 
say, if the indebtedness of the two cities reached the 
point of equilibrium — ^the price to be paid for a bill 
for one hundred dollars payable at sight in NewYork 
(for differences in point of time, and consequently of 
interest, should at this stage be eliminated), woutu 
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be exjictly one hundred dollars. In proportion, 
however, as it might become evident, that a greater 
sum was due to New York than obuld be drawn 
against the claimii of New Orleans upon that city, 
those who were bound to remit would hasten to 
pay a small premiunr to the drawers, and give them 
one hundred dollars and a half, under the appre- 
hension that if they did not secure these bills, they 
might be obliged to send gold, which might cost 
them one and a half dollar for each hundred dollars 
in freight and insurance. Thus the more clearly 
it appeared that the stock of bills was growing in- 
sufi&cient, and the more the supply actually di- 
minished — ^the higher the -premium was sure to 
rise, till the sellers might reahze almost one and a 
haK dollar profit. At this point the premium was 
clearly so high, that it would be indifferent to re- 
mitters whether they bought bills or sent gold, and 
some would despatch gold and others buy the bills, 
the surplus excess required to be remitted being in 
the meantime gradually lessened by this despatch 
of gold. The exporters being less pressed for 
their bills, soon “had the opportunity of feeling 
the change in the situation, and might content 
themselves with a smaller premium in order to 
secure some profit before the demand was entirely 



4S 


lOEIIOH UCB^OBB. 


Batisfied. The result would be a fall in the price 
of bills, till the exchange stood once more at par, 
or below it. 'Conversely, if at any time there were 
more bills than purchasers for them, the drawers, 
feeling that their export business might have to 
bear the charge of one and a half per cent, for 
bullion shipped to them from New York as re- 
turns, were ready to sell at a discount long before 
that point was reached ; a discoimt which would, 
however, not exceed the charges on bullion ship- 
ments, which, in the case in point, we have sup- 
posed to be one and a half per cent. It is a 
clear deduction from these considerations, that 
the limits within which the exchanges may vary 
(provided the bills are dra\m at sight and in the 
same currency), are, at the one extreme, the par 
value, plus the cost of the transmission of bul- 
lion ; at the other extreme, the par value, minuu 
this identical sum. Practically the exchanges 
rarely touch either extreme, but fluctuate between 
them, owing to the various measures and in- 
fluences brought to bear upon the situation before 
the extreme case arrives, vthioh' cause a reaction 

•j 

in the opposite direction. 

There are occasions, however, when the ex- 
changes sink and rise much beyond the specie 
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point ; And as this is not to be accounted for by 
the cause which we have been engaged in ana- 
lyzing, viz., a balance of indebtedness either in 
favour of, or against any given country, we must 
endeavour to discover others. 

Such an instance occurred in the first months 
of 1861, when, under the growing apprehensions 
of civil war in the United States, fluctuations 
occurred in the American rates of exchange which 
extended far below the specie point. 

The balance of trade had been strongly in fa- 
vour of America. Very considerable exports of 
grain and flour, coupled with a reduction of im- 
ports, in oonse(iU6nce of political apprehensions, 
had established a surplus of claims on foreign 
countries over the debts dpe to them. Accord- 
ingly it was natural that the exchanges should fall 
tcf specie point ; but the fact was, they fell much 
below it. How could this be accounted for ? 

The reason must be sought in the peculiarly 
urgent necessity under which the exporters were 
labouring, of selling their bills immediately, at any 
sacrifice. It was a^ question of time. Threo or 
four per cent, were sacrificed to secure the pro- 
^ceeds of the bills on England at once, instead of 
waiting for the arrival of gold. The exporter had 
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two courses before him, — either to sell his^bills at 
what they would fetch, or to send them himself to 
Europe, with instructions to his correspondents to 
encash them and remit the amount in bullion. 
The latter course was cheaper, but as he required 
funds immediately (or, under the influence of 
panic, believed that he would so require them), he 
adopted the former. 

In ordinary times, capitalists would have com- 
peted with each other in buying up the drafts of 
urgent sellers. They would then have remitted 
them to Europe for their own account, so as to 
secure the profit between the low price paid for the 
bills and their specie value ; that is to say, they 
Would have bought at a heavy discount, much 
below specie point, in order subsequently to realize 
at least the specie value (which we have seen to be 
the par value, minus the charges on the bullion 
remittance). But at a time of commercial panic, 
such capitalists are seldom willing to launch out 
into a speculation which deprives them, during the 
weeks which must elapse before the gold arrives, 
of the command over their fund's. They may fancy 
that during that interval the rate of interest may 
rise to such a height as to neutralize the anti- 
cipated profit. For instance, let us suppose that 
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they expected to gain one and a half per cent, net 
on the exchange : in their calculation they must 
have taJien into account the inter^t they would 
lose from the time when they paid the drawer for 
his bill up to the moment when the returns in 
gold arrive. The afliount of interest on this in- 
terval, which we will call a month, they may have 
calculated at six per cent, per annum, or one half 
per cent for the month. Now, if the rate of in- 
terest should suddenly rise to twenty-four per 
cent, per annum, they would have to borrow money 
at the rate of two per cent, for the month, in order 
to replace that portion of their capital which is 
travelling to Europe and back ; that is to say, one 
and a half per cent, more than they had calculated 
on ; and accordingly, thaj being their estimated 
profit, they would gain nothing on their ex- 
bhange operation. We accordingly may conclude 
that what is technically called a stringent money- 
market, acts materially upon the exchanges, in- 
ducing sellers to force sales, and creating a re- 
luctance on tire part of purchasers to buy unless 
absolutely compelled lo remit. This cause will, 
however, not come forcibly into operation, when 
the international transactions are in a state of 
equilibrium ; for then there will be as many pur- 
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chasers on compulsion as there are sellers, and 
the dearness of money may only operate so far 
as to induce purchasers to defer their remittances 
to the last moment, whereas sellers would wish 
that they should be hastened. Its full force will 
be felt at a time when the codntry where money is 
supposed to be dear, or where panic exists, has 
exported more than it has imported, and when it 
is consequently certain that gold will finally have 
to be ordered, while no individual is himself 
willing to wait for its arrival. It is seldom, how- 
ever, that this peculiar contingency will occur ; as, 
generally, the money-market in such a country as 
has taken less from other countries than it has 
given to them, is particularly well supplied with 
surplus capital 

There are, however, further causes which deter- 
mine the fiuctuations in the rates of exchange." 
We have hitherto, in order to obtain a clear view 
of the first leading principles, considered all bills 
as drawn payable at sight; but, practically, an 
immense majority are dravm payable at various 
periods after the date of their ibue or first pre- 
sentation to the acceptors, giving rise respectively 
to the expressions, payable at so many days after 
date, or so many days after sight. Thus, two nevr 
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elements of value are introduced which will affect 
the rate of exchange. In the first place, the 
consideration as to what deductidh should be 
made from the price, in consequence of the bill 
which is bought for ready money not being itself 
payable till after a ceVtain time ; and, secondly, as 
to the security which the purchaser of the bill 
can feel that the drawer and acceptor of the bill 
will continue solvent till it becomes due. Thus, 
the state of credit in both countries, and the rate 
of interest in that country whither the biU is 
remitted, likewise become determining elements 
in the rate of exchange. 

It has been shown that*the stringent state of 
the money-market in the country where the bill* is , 
drawn, affects the exchanges, since it renders the 
seller more eager and the purchaser more reluct- 
ant; and, as one or the other must bear the loss of 
interest which must ensue till the proceeds of the 
bills reach their hands, this loss of interest will be 
at the rate established in their own money-market 
at home. But when any bills oiher than such as 
are payable at once, form the subject of bargain, 
the buyer must further consider what is the 
rate of interest in the country on which the bills 
are drawn. If he owes money abroad, he will be 
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paying interest to his foreign creditor at the foreign 
rate, and this interest will not cease till his remit- 
tance becomes due. Accordingly, it will make a 
difference to him of two months’ interest at the 
foreign rate, whether the bill which he purchases 
as a remittance is drawn pa/able at once or sixty 
days after its arrival ; and, as the foreign interest 
rises, he will insist on paying less for the sixty-day 
bill, whereas, if it falls, he can afford to pay more. 
A heavier deduction must be made from the price 
in the first instance than in the second. Or, in 
the case of the capitalists who buy up bills at a 
time of pressure in order to send them abroad and 
have them converted into gold, their foreign cor- 
respondents will have to discount the long bills for 
them, and the amount, of discount affects their 
profits. K they fear the rate of interest in the 
country on which the bills are drawn will be high, 
they pay so much less for the bills ; if they anti- 
cipate cheap rates, they pay so much the more. 
Without any doubt, the New York capitalists, who 
suffered the pric^ of bills upon England to sink 
three and four per cent, below the specie point, 
were influenced by a natural anxiety as to the rate 
which they would have to pay in England for the 
discount of their sixty-day remittances. 
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In the rates of exchange for all bills other than 
bills at sight, there is no element of value so con- 
stant and so effective as the rate of interest in the 
country on which jihe bill is drawn. The fluctua- 
tions in bills at sight are limited, to a certain ex- 
tent, by what we have called the specie point : 
they can exceed the specie limit either upwards or 
downwards for a time ; but, be it remarked, only 
when the two countries are at a considerable dis- 
tance from each other, so that specie cannot be 
rapidly sent to and fro, and when immediate 
returns become a matter of importance ; in fact, 
only under very extraordinary circumstances. 

The fluctuations in long bills, on the other hand, 
are unlimited, because they are co-extensive with 
the fluctuations in the value of money in the accept- 
ing country, and co-extensive, too, with the appre- 
hensions which may be felt as to the solvency of 
the names on the bills. The effect of the value of 
money, or rather of every variation in the prevail- 
ing rates of discount, upon the Foreign Exchanges, 
is a matter of .the highest importance, and will have 
to be considered with^ome minuteness later on.’*' 

On the other hand, the extent to which the sol- 
vency and credit of the drawer, as well as of the 
acceptor, of a biU, affects the value of that bill, and 
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conseqaently the rate of exchange at which it will 
Bell, does not require much elucidation. Firms of 
first-rate standing are said, in technical language, to 
‘‘ make the best exchanges.” »The price which is 
paid to a merchant of undoubted position for his 
sixty days' sight bill on a foreign country, will be 
higher than that which is granted for a second-rate 
bill on the same place. The purchasers of bills 
must be induced, by a concession in price, to take 
an article of inferior security. They must be in- 
demnified for the greater risk. Credit is a very 
important element to be considered in the rate of 
exchange ; and so notorious is this amongst those 
engaged in international trade, that the price at 
which exporting houses can sell their foreign bills, 
is looked upon as an unerring test of the credit 
which they enjoy among their neighbours. Thus 
credit causes a difference in the value even of suck 
foreign bills as are drawn on the same day, render- 
ing it difficult to give any exact or definite quota- 
tion of the price of long-dated paper ; and, further, 
it operates on exchanges generally in times of 
commercial panic or excitement, and causes the 
prices of all bills to fall. In t^e case of America, 
to which allusion has been made, doubtless the 
purchasers of bills felt bound to indemnify them- 
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selves^by a large discoimt for the risks which they 
thought they ran; either the bills might not be. 
accepted at all, in consequence of an enormous fall 
in the value of th^ goods against which they were 
drawn, and the drawers whom the purchaser would 
then have to call upoa to refund the amount, might 
have failed in the interim ; or, the bills might have 
been accepted, but not be paid at maturity, owing 
to the difficulties in which it was expected that all 
connected with America would be involved. 

Thus, too, when a whole nation falls into dis- 
credit, it is difficult to sell bills upon it, and large 
concessions must be made in consequence. It is 
felt that little security can bo placed in the acceptor. 
The purchaser has then only the security of the 

drawer, and not, as is otherwise the case, of the 
« 

drawer and acceptor jointly. However, this ar- 
gument cannot be pushed very far ; for, generally 
speaking, when a whole country is in discredit, 
there are many other influences at work to lower 
the value of bills upon it, and it is not easy to 
separate to what extent the different causes have 
respectively operated f how much, for instance, is 
dae to a so-oalled* adverse balance of trade and 
excessive indebtediless, how much to loss of credit, 
and how much to a farther element of valne which 
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m have still to examine,— the d^iedation of the 
eonencj. 

It will be remembered that the basis of a settle* 
ment through a bill of exchange* is the pajiment of 
a sum of money in one place, in order to receive 
the equivalent at another. The purchase of a bill 
on Prance, consists in the payment of a certain 
amount in sterling money to a merchant trading 
with France, against his giving an assignment for 
the same value on a French merchant. Hitherto, 
all that has been said has been applicable to all 
countries equally. The principles which have 
been examined would exist, and be in constant 
operation, even if a universal currency had been 
adopted, and the perplexing calculations between 
francs and florins, and dollars and roubles, were 
no longer necessary. But now we have to deal 
with the actual fact, that when an exchange of e 
given sum in London for the same sum in Vienna 
or St. Petersburg has to be made, it is excessively 
difficult to ascertain what may be called the par 
value. When there is a gold currency in both 
countries, the calculation is comparatively easy ; 
though, if a large paper currency exists side by 
side with the gold, the problem becomes somewhat 
more involved. Between two countries of which 
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the one has a gold, and the other a silver currency, 
a comparison becomes still more complicated, 
while it is hopeless to look for aity trustworthy 
results when either of the two countries has an 
unlimited or inconvertible paper currency. Given 
one hundred pounds sterling in London ; what is 
the value of these hundred pounds in Vienna ? 
"What are the laws which will govern the exchangee 
in this case ? Applying experimentally the prin- 
ciples which we have previously examined, we 
discover them apparently to break down here. 
The fluctuations in the prices of foreign biUs have 
been exhibited hitherto as confined within certain 
limits, subject indeed, within these limits to the 
ordinary laws of supply and demand, but unable -to 
rise or fall beyond the indicated boundary, except 
under extraordinary circumstances. If the drawers 
t^ere more numerous than such as had to remit — 
that is to say, if the creditors of any given country 
were more numerous than the debtors— it was 
shown to be difficult to sell bills on such a country, 
and the sellers had to make a sacriflce. On the 
opposite hypothesis, tfie buyers were mulcted in a 
premium. But in either case, the sacrifice could 
not materially extend beyond the loss which would 
accrue directly and indirectly in the transmission 
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of bullion. If be viho has money to claim Abroad, 
cannot draw and sell a bill against the amount to 
advantage, rather than submit to a sacrifice heyond 
the limit indicated, he will instruct his foreign 
debtor to send him gold. So if he who owes 
moneys to merchants abroUd, cannot buy a bill 
except at a loss greater than the expense of sending 
bullion in payment, he will naturally at once adopt 
the latter plan. But what is to be done in either 
case, if the country on which we suppose the bills 
to be drawn, has an unlimited paper currency, 
represented by no bullion at all ? or, if bullion 
cannot be thence obtained except at an enormous 
premium ? or if the export of bullion is prohibited 
altogether, or if it be illegal to give or take a 
premium on gold ? It seems evident at once, that 
the limits previously assigned to the fluctuations 
of exchanges are, under most of these hypotheses; 
removed altogether. If the creditor of such a 
country loses the alternative of being able to obtain 
gold in payment of his claim, there is no limit to 
the sacrifice which he may be compelled to make, 
in order to sell his bill, except in the competition 
of those who may be obliged to purchase it. 
Similarly, if, as is very unlikely in the case of a 
country with a depreciated currency, its foreign 
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debtors.shonld be more numerous than its foreign 
creditors, so that the demand for bills upon it 
would exceed the supply, the debtors (being 
deprived of the alternative of sending a specie re- 
mittance by the fact that gold, though enhanced 
in value like everythii/g else by the depreciation of 
the currency, still is prohibited from commanding 
in the country in question its legitimate premium) 
would have to pay the price demanded by the 
sellers of bills, this price being apparently only 
limited by the competition of sellers. However, 
on closer inspection, it will be found that a kind of 
limit, similar in nature to that which has been 
pointed out, is after all iiT operation ; and it will 
be possible to discern it when the case of a country 
in which there is a depreciated currency, but in 
which a premium on gold is regularly established 
and is not restricted by artificial means, has been 
examined. It will appear that, in this latter case, 
we shall not be far wrong if we add the premium 
commanded by gold in the depreciated currency to 
the expenses which are incurred by the creditors of 
such a country, who have to recover their claim by 
sending for the gold instead of selling bills, or if, in 
the opposite case of the debtors, we make a corre- 
sponding deduction. If the latter, rather than pay 
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an extravagant price for the bills which they wish 
to purchase and remit, incur the expense of send* 
ing bullion, the premium which they will obtain on 
such bullion will naturally go in reduction of the 
expenses incurred. This wiU accordingly give 
them a great advantage ovel* the sellers ; in other 
words, over the creditors of the country in question. 

The consideration of the various cases under exa- 
mination, from the two opposite points of view 
of the drawers and purchasers of bills respectively, 
tends to embarrass the course of the argument, 
but cannot be avoided entirely. When in the 
course of the discussion the case of one class only 
is considered, it is highly desirable that the reader 
should himself clearly realize the converse propo- 
sition, and consider the results from the opposite 
point of view. 

In propounding the fact, that the fluctuations in 
the prices of bills on a country, where the currency 
is depreciated, are governed, not only by all those 
elements of value previously considered, but to a 
much greater degree by the premifim on bulhon 
as compared with the depreciated currency, we are 
stating the final result rather than the process by 
wnicb this position is reached — the ultimate limit, 
rather than the gradual development. We shall 
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arriTe at the same conclusion by the Mowing 
reasoning, in which more prominence is given to 
the depreciation of the paper circulation than to the 
premium on buUien, which however, in reality, is 
almost the same thing. Practically, the idea of 
the premium on bullion, though more easily and 
clearly intelligible in theory, rises less to the sur- 
face than the depreciation, or smaller purchasing 
power, of its paper competitor. 

For, in a country where there is a large and in- 
convertible paper currency, the precious metals 
tend to recede from their more important function 
as the circulating medium, while their character 
of ordinary merchandize 'Hornes out into stronger 
relief. As another currency exists, with which they 
are by no means identical, they no longer con- 
stitute the standard, but themselves become sub- 
ject to another standard. Accordingly, when, 
owing to this new standard, the prices of all mer- 
chandize begin to fluctuate, bullion is subject to 
the same influences ; and when, through the over- 
issue of paper money, a generd rise of prices 
ensues, the price *of gold, as measured by paper 
money, rises with the rest. a. Thus, supposing the 
Austrian Government to be constantly depreciating 
the Austrian currency by issues of paper money. 
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ing exchange; they who hate bills on Vienna to 
Bell, that is to say, to whom a certain sum of florins 
is due in Austria, will have to throw in so many 
more florins, in order to induce the buyers to give 
them gold for the depreciated article. And why ? 
Because, otherwise, the buyer who is going to 
remit would do better to send the gold itself. Just 
as an English traveller in Austria will at such a 
tune obtain fifteen floifes instead of ten for his 
sovereign, so will those who pay sovereigns for 
florins on the London Exchange, require the same 
favourable terms. We have thus discovered an in- 
fluence which apparently affects the fluctuations in 
the Foreign Exchanges far more powerfully than 
any previously discussed; — interest of money, a 
balance of debts over claims, panic, distance, and 
so forth, practically cause the exchanges to vary 
within a few per cents. ; a variation of ten per 
cent., owing to all these circumstances combined, 
is considered something extraordinary, and only 
occurs under rare oombinations. But, as soon as 
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the eleoient of ouirency is introdnoed, we hare 
had at once an instance Before ns in the Vienna 
exchange of a variation of fifty per cent. So in 
the Bussian exchanges, owing to the enormous 
amonnt of paper money afloat, which is practically 
inconvertible, the most violent fluctuations are 
constantly occurring.* 

But in a certain sense these fluctuations are 
apparent, and do not involve the same gain or 
loss, the same difference in value, as ‘those alluded 
to above. As the depreciation in currency affects, 
generally speaking, all prices alike, the fifteen 
florins bought by the Englishman for his sovereign 
are not worth more to him than the ten which he 
bought for the same money before. When the 
fluctuations were determined simply by the balance 
of trade, (within the limits of the specie point upon 
cither extreme,) the purchaser when he bought 
cheap — that is to say, when he obtained a greater 
sum than usual in foreign coin for his own money 

* This passage was written in 1861. Great changes have 
sinoe then occurfed in the Austrian and Bussian Exchanges. 
The fonner has fallen very censiderably, and the florin is worth 
much more than it was Iwro years ago. The Bussian rouble has 
even touched its par value. But the measures taken to bring 
the Bussian currency to its specie value have broken down, and 
the paper rouble is still, what it was when the above passage 
was written, practically inconvertible. — ^December, 1868. 
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— secured an actual advautage ; this greater sum 
of foreign coin had an actual greater purchasing 
jlower. But «where the cheapness of the bills is 
caused by the depreciation of the foreign currei^^, 
he has no advantage ; for the purchasing power of 
the nominally larger sum iff not greater than that 
of the smaller. 

Again, while the purchaser of the bill has been 
shown to have no advantage, so neither, after the 
new standard of exchange is established, has the 
seller any loss ; it is true that he will be under 
the necessity of ceding a greater number of florins 
for the sovereign which the buyer pays him ; but 
the produce which he^ has sent abroad against 
which he draws, will, under our present hypothe- 
sis, have risen in value in the same proportion, 
and therefore yield him a proportionately greater 
number of florins for which he can draw. ^ For 
instance, before any great fluctuation, he exported 
a certain quantity of sugar, and sold his drafts 
against this sugar for a certain price : let us sup- 
pose him to have sold the sugar for 10,000 
florins, and to have sold these ‘florins at the rate 
of ten to the pound. He would thus realize 
£1,000 for his sugar. A fluctuation of ten per 
cent, now occurs, owing to an over-issue of paper 
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in Austria. Prices generally rise 10 per cent., and 
the exchange rises also. The same foreign mer- 
chant npw sells his sugar for ll,0004orins, but he 
must sell his dorias at the rate of eleven to the 
pound, thus realizing jE 1,000, precisely as before. 
It is scarcely necessaiy to observe that in assuming 
a general equal rise in prices, it is not intended 
to express an opinion that such an event could 
actually occur. Some prices vill rise much more 
than others, according to the welT-knoTm prin- 
ciples of political economy relative to this subject. 
In Austria the manufacturers insisted that they 
made considerable profits by the depreciation of 
the currency, as the cost' of labour had not risen 
in the same proportion as the manufimtured goods. 
The raw material being imported from abroad had 
risen to the full extent at once ; and this enabled 
the manufacturers to increase the price paid for 
their products in the same ratio, though one 
element of production, labour, remained compa- 
ratively stationary. But this could only be tem- 
porary. The* adjustment must take place sooner 
or later; and if Ihe demand for labour had re- 
mained the same as before, wages would have 
risen till they commanded the same amount of the 
labourer’s necessaries as before. As far as the 

r i 
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force of the pre-vioas argument is concerned, the 
assumption of a general equal rise of prices is 
admissible, and it will appear that the apparent 
fluctuation in the' exchanges extends no further 
than the apparent increase of value which has 
resulted from the same causa. A parcel of manu- 
factured goods commands more florins, and an 
Bn g lisb sovereign commands more florins also; 
but neither in the one case nor in the other has 
any greater purchasing power been acquired. 

Hitherto the comparison has been instituted be- 
tween a transaction before any given fluctuation 
and a transaction after it ; and it appears that the 
difference in the exchange, when it has been caused 
by the depreciation of the currency, does not give 
rise to any difference of result. However, it will 
be seen at once that the very opposite is the fact, 
when the fluctuation is not supposed to occul 
between two different transactions, but between 
the beginning and the end of the same operation. 
Suppose the exporter of sugar to have shipped his 
sugar first, and to have sold it, as assumed before, 
for 10,000 florins, the exchange being at the time 
10 florins to the pound. However, he defers his 
drafts against these 10,000 florins for some time, 
and, in the interval, the rate of exchange changes 
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to 11 florins to the pound, as in the previous case. 
Accordingly, his florins, having to be divided by 11, 
only realize nine hundred and nino pounds odd, 
•^atead of the thousand, which the former exchange 
would have given him. In fact, a fluctuation in 
the exchange, produced by a depreciation of the 
currency, makes the existing claims on a country 
in such a situation worth so much less, whereas 
all debts due to it can be so much more advan- 
tageously discharged ; the creditor of the country 
loses and its debtor gains. If its imports and 
exports were in a state of equilibrium, that is to 
say, if it owed as much as it had to claim, there 
would, on the aggregate of transactions, be neither 
loss nor gain resulting from the apparent fluc- 
tuation ; but the individual creditor of the country 
might consider himself ro^bbed, and t^ individual 
debtor might rejoice when proceeding to dis- 
charge his liabilities, to find himself able, for the 
same sovereign, which previously would buy only 
ten florins, now to purchase eleven. 

The examination of *the nature and tendency of 
the fluctuations just described, serves to lead us 
conclusively enough to their limits, which is the 
special object of our present investigation. The 
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bills on a ^ven country fluctuate in Talue^in pro* 
portion to the extent to which the prices of 
all purchasable articles— bullion included— are 
affected by the depreciation of the currency ; ip 
other words, in proportion to the discount of the 
paper money, or the premium on gold. Beyond 
that proportion, the fact of the depreciation of the 
currency cannot cause them to deviate; otherwise, 
if it were possible, the creditor of any sum payable 
in the inferior money, rather than submit to a 
farther sacrifice in the exchange, would request 
his debtor to send him gold for the amount of his 
debt, notwithstanding the premium upon it ; for, 
under the hypothesis, such a premium would be 
less than the loss entailed in settling the trans- 
action by the sale of a bill. 

What, however, will be the case if the export of 
bullion from the country, where the depreciated 
currency exists, is prohibited ? or if it is impos- 
sible to buy up gold, either because it is illegal to 
pay a premium, or because all bullion has actually 
disappeared ? — ^And these are the more frequent 

oases which, in practice, arise. ‘How is the holder 

1 

of a claim on such a country to encash that which 
is due to him ? Let us suppose the case of a 
merchant who had supplied Bussia with cotton 
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when tlje export of bullion from iftissia was prac- 
tically prohibited. How \#as he to exact payment ? 
When the cotton was sold, he became entitled to a 
certain amount qf roubles in St. Petersburg. 
How could he convert those roubles into English 
sovereigns ? Or, put the case otherwise ; a Eussian 
spinner has imported the cotton, and owes the 
amount thereof in English sovereigns to a mer- 
chant in Liverpool. He has roubles sufficient in 
his hands in paper money, but what- steps is he to 
take to procure sovereigns for them ? Being de- 
barred from sending bullion, he has only two 
courses open, — either to buy a biU on England 
from others who happen to have sent produce 
thither, and thus have a claim on an English 
house, which he can buy and transfer to his Liver- 
pool creditor ; or to sendr the produce, which will 
sell for sovereigns, himseE Where there is a pause 
in exportation, as is the case during a large portion 
of the winter season in Eussia, he would be abso- 
lutely unable to send any remittances at all, unless 
he could find bankers or others who might draw 
on England, or 'on some other foreign banking 
centre, in anticipation of future exports, and would 
sell him the bills. But it will be apparent, that, as 
to price, he is entirely in their hands. If, as is 
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often the case, ^uch Russians as are maepted to 
foreigners are bound at i-ny cost to place funds in 
English money into the hands of their creditors 
by a given day, there would bq no limit to the^ 
price which might be exacted from them — in other 
words, no limit to the fluctuations in the exchange. 
The relative value of their paper roubles to bullion 
seems not to enter into the question at all. Supply 
and demand alone determine the price. And if the 
exports of such a country do not equal the imports, 
(and this is by far the most general case,) so that 
the demand for bills to pay for the imports ex- 
ceeds the quantity of bills which is supplied by the 
exports, the balance which -the country has to pay 
can only be settled by an enormous sacrifice, — in 
fact, cannot be settled at all except by a cessation 
or diminution of imports/^ or by a foreign loan, the 
latter being only an expedient to gain time and an 
adjournment of the payment of the balance due. 

It will be easily seen why it is possible to 
assume that a country in which a depreciated cur- 
rency and a prohibition to export bullion exist, is 
likely to be importing more‘ that it is exporting. 
If it were otherwise — if its exports exceeded its im» 
ports — buUion would be flowing towards it ; other 
countries would be pkying part of their debts to 
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it in gold, and no grounds for a p^hibition of the 
export of bullion would ba^e existed. The currency, . 
too, would be in the course of impjovement, and 
not of depreciation. Probably* there are as many 
cases in which the depreciation of the currency is, 
directly, or indirectly, ihe consequence of excessive 
importations, as in which it is due solely to the 
errors and bankruptcy of Governments. Often, 
both influences are combined, taking alternately 
the position of cause and effect. ‘ Sometimes 
Governments, simply for their own purposes, issue 
a quantity of paper money : the natural conse- 
quence will be over-importation ; prices will rise 
in consequence of th^ increase in circulation, 
and accordingly attract commodities from other 
markets, while the exports, having risen also, will 
be less easy of sale abroad Or, over-importation 
<akes place in the first instance, and Governments, 
in order to remedy artificially and apparently what 
can only actually be remedied by the cessation of 
the real primary cause, commit the fatal error of in- 
creasing the circulation by an issue of paper money. 
They think thus to mcrSase the means of paying the 
debts which are being incnrred ; but the only effect 
is, still farther to increase the evil ; for importation, 
instead of being checked, is fostered by such a plan. 
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When, during a period of apprehension caused by a 
large efflux of gold from ^rngland to America, riews 
were expressed in Manchester and Liverpool, that 
a much larger issue of bank-notes ought to be 
permitted, this opinion tended manifestly to a 
depreciation of our currency. But as the con- 
sequence of the depreciation of the currency in any 
country is to offer inducement for further impor- 
tation, by creating an appearance of high prices, 
and at the same time to increase the difflculty of 
paying for such importations, how is the fflaal 
balance to be paid ? The efflux of specie shows 
that the balance of trade is against that country 
for the time ; the equilibrium must be restored, 
when the specie is exhausted, by slackening im- 
portation and consumption. 

We were led to these somewhat premature reflec- 
tions regarding the result of an over-issue of paper, 
money and over-importation, by the consideration 
of the position of such debtors to foreign countries 
as were prohibited, either by the actual absence of 
bullion or by legal enactments, from making specie 
remittances, and were thO^efore entirely at the 
mercy of such as had drafts on other countries to 
sell — ^their only resource being, in case they were 
met by prices too exorbitant, to buy produce and 
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Bend it themselves. The flnctaations in the ex< 
changes in these cases |mU depend entirely on 
supply and demand ; and, if the demand for bills 
exceeds the supply, there is theoretically no limit 
whatever to the price of bills. 

It may, however, •be asked what will be the 
general range of the exchanges in such a case, if 
the importations and exportations are, for a time, 
in a state of equilibrium ? What would be the 
natural value in sterling money at such a time, of 
a bill on St. Petersburg, payable in roubles ? The 
natural value at such a time seems to be, not the 
nominal par of exchange, not the value of the 
rouble when it was convertible and was in reality a 
silver coin, but this value minus the depreciation 
which the rouble has suffered in Bussia itself. If 
at the time when the currency in Bussia, owing to 
• the enormous amount of paper money afloat and 
the insufficient stock of bullion to meet it, was 
actually— though perhaps unconsciously to the 
Bussians themselves — depreciated 5 per cent., 
then we apprehend the natural value of the rouble 
in sterling money wotUd have been at such a time 
6 per cent, below the nominal par of exchange ; 
but it cannot be too often repeated that no calcu- 
lation can be founded upon this proposition, as 
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practically, omng to the system of credit and 
deferred payments, therji) is never an equality 
between exportations and importations; and an 
increasing balance of debts lowers more and more, 
at least in reference to the Foreign Exchanges, the 
value of what, in this case, we have called the 
rouble. 

Such seem to be the general principles which 
regulate the fluctuations of the exchanges in those 
cases where bills are sold payable in a depreciated 
currency. The treatment of the subject would not 
be complete without considering the case as 
between silver and gold. When a bill on Hamburg, 
payable in silver, is bought in London for a certain 
price, payable in sovereigns, what will determine 
the value ? 

We shall arrive at thiE(> value by a similar process 
of reasoning as determined the previous case. 
Either gold or silver will be at what may be called 
the par value between the two, or, as is more 
generally the fact, the one will be at a premium as 
compared with the other. With the' exception ol 
France, which with its double standard, is subject 
to somewhat different influences, gold is simply 
merchandize in such countries as have a silver 
oorrenqy, and silver is merchandize in such 
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o«flintri£8 as have a gold ^tandar^; and according 
to the price of the merch|ndize at a given moment^ 
BO \nll.the exchanges fluctuate. 'When a bill on 
Hamburg is to be*Bold in London, all the previous 
elements of value will have to be taken into con* 
sideration — ^the rate of interest in the two countries, 
the state of credit, relative indebtedness, and so 
forth ; but the value of silver in England will enter 
largely into consideration, or in the opposite case, 
the value of gold in Hamburg. 'When there is a 
great demand for silver in England, as is the case 
when large shipments are to be made to the East, 
there will be a great demand for bills upon Ham- 
burg ; for one means ol procuring silver will be to 
buy up such bills as entitle the purchaser to a 
certain amount of silver in Hamburg, and to send 
these bills for encashmen't, with instructions that 
* the silver thus encashed is to be actually shipped 
to England. Thus, if silver is at a premium in 
England, those who have claims on Hamburg are 
able to exact this premium from the purchaser of 
their claims fl)y raising the price of their bills ; 
that is to say, the buyer will have to pay more 
sterling money for the same amount of “marks 
banco,” or, what comes to the same thing, he will 
receive less marks for his pound sterling. 
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when silver is not att S premium, he receives 
thirteen marks and a quarter for his sovereign, as 
the price of sDver rises he will receive l^ss ; for 
instance, only thirteen marks and an eighth; and 
the exchange on Hamburg being expressed by the 
number of marks banco whish are to be had for a 
pound, the exchange on Hamburg will be said to 
have fallen ; the fact, however, being clearly that 
bills on Hamburg have risen in price, a less amount 
of marks commanding the same amount of gold. 
Conversely, supposing the case of a Hamburg 
merchant who wishes to procure gold for any 
purpose whatever— let us say for the purpose of 
sending it to America to buy cotton therewith, — 
bills on London will serve his purpose, as they 
entitle him to an amount of that metal which he 
requires ; and if there igTcompetition for such bills, 
owing to a general demand for gold for the object* 
indicated, those who have bills upon London will 
be able to exact a premium for them, and in this 
case more marks banco will be demanded for every 
pound which is placed in London at the disposal 
of the purchaser of the bills ; accordingly, the 
Hamburg exchange will rise, and thirteen marks 
and a half may be given for the pound. The hmit 
of the fluctuation is, however, easily discernible, 
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jind will be found to correspond e*xactly with that 
which was discovered in the case of two countries, 

I ' 

one of^which had a metallic cun;ency and the 
other a depreciated currency, with a' premium per- 
missible on gold. The limit will be the extent of 
premium obtainable. • If the holders of bills on 
London, in the case last put, exact too many 
marks, those who are anxious to purchase gold will 
find their advantage in sending the silver itself 
over to England, and selling it there for gold ; or 
if the English merchants, who desire to ship silver 
to the East, find that the price demanded by such 
as have bills on Hamburg to sell, is out of pro- 
portion to the existing premium on silver, they 
will either pay that premium for such silver as 
may be procurable elsewnere, or they will send 
gold to Hamburg, sell it there at the discount at 
•which gold will stand in Hamburg, imder the cir- 
cumstances, and have the proceeds invested in 
silver and shipped over to them. The assumption 
necessary for the argument is, that a sale of gold 
is always possible in Hamburg^ and a sale of 
silver possible in England; the price may, in 
either case, sometimes be exceedingly low, and the 
premium on the other metal accordingly be a 
heavy charge to the purchaser; but the sale may 
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generally be a'ssnmed ^to be possible, apd thus 
defines the limits of the fluctuations in the rates 
of exchange. 

This result has, in the case before us, been 
attained by the consideration of transactions which 
arose from the fact of certain merchants being 
obliged to possess themselves of that one of the 
two precious metals which did not constitute the 
currency of their own country, and endeavour- 
iug to obtain it by the purchase of bills on 
such countries where it formed the standard. The 
truth of the proposition is, however, quite as self- 
evident if we confine ourselves, as before, to the 
case of debtors and creditors. An English mer- 
chant owes a certain amount of Hamburg money; 
that is to say, an amount which he is bound 
to pay in silver. Silver, let us suppose, is, when 
his debt becomes due, considerably dearer than 
usual in England. The amount of the difference 
he wiU be compelled to pay either by purchasing 
silver in the English market at the enhanced 
price and ship|)mg it to Hamburg, or by buying 
a bill on Hamburg, payable in marks, at an un- 
favourable exchange. The price of silver having 
risen, the price of bills payable in sflver rises 
also, and the purchaser will receive fewer marks 
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for his ppond; but if the ^sUer of the bill were to 
ask a greater difference of price than would be 
warranted by the rise of* silver, those who have 
payments in silver iio make will* prefer to pay the 
premium in the open market for the article itself. 
Thus the limit of the .fluctuations in the rates of 
exchange which may result &om the difference in 
value between gold and silver is clearly and easily 
established. 

The case of transactions between W^o countries 
like England and France, of which one has gold 
currency, and the other a currency of gold and 
silver combined, offers no difficulty whatever. The 
fluctuations in the prices of hflls of one upon the 
other cannot, except under a most rare and almost 
impossible combination of circumstances, exceed 
the limits of such variatioivs as can exist between 
.two countries having the same currency; they 
will be determined by that which is common to 
both of them; that is to say, by gold. How, 
indeed, could a bill on Paris, payable on demand, 
be sold at a higher value than that of the gold 
which it representi, plus the expenses and com- 
missionB incurred m sending that gold to Paris 1 
For, if a higher price were asked, it would be 
cheaper to send gold itselt 
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It is clear t^t, as sotpn as a premiom is paid in 
any country on gold or silver, this premiam will 
increase the valne of bills which are p^ble in 
that particular mCtal — but only if they are payable 
in no other. If a bill on Paris is payable 
either in napoleons or in oilver five-franc pieces, 
it will be sure to be paid in that coin which is 
least in demand, in that which is at a discount as 
compared with the other. Thus, the purchaser of 
such a bill will not allow the price to be enhanced 
by the existence of a premium on one portion of 
the currency. The fiuctuations in the rates of 
exchange wiU be as strictly limited as they were 
shown to be when the currencies of any two coun- 
tries were practically identical 

In concluding this portion of the subject, it is 
necessary to remark once more that no stress 
should be laid on any of the special cases selected 
as illustrations being correct in fact. It is rather 
the mode in which the question should be handled 
and the principles, which the present treatise en- 
deavours to evolve, on which reliance should be 
placed when any particular in^ance is to be ana- 
lyzed and examined. For tiiis purpose the dif- 
ferent elements of value which enter into ocm- 
sideration in the sale foreign bills, have been 
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dwelt upon at some length ; but *the proportion 
in which they stand to each other in any par- 
ticnlar Qase, and the detaOs which most be studied 
in considering how*far the currency of one country 
coincides with or varies from the currency of an- 
other, do not fall within the scope of this inquiry. 



CHAPTER V. 

I) 

EEMARKS ON THE INTERPRETATION OF THE POBEION 
EXCHANGES. 

In the preceding chapters we have been occu- 
pied in tracing the origin and development of the 
transactions which result in the Foreign Ex- 
changes, from their simplest to their more com- 
plicated forms, with the special object of discover- 
ing the various causes which combine to produce 
constant and important fluctuations in the prices 
of foreign biUs. Having gained a theoretical in- 
sight, into the principles of the system, we are 
now in a position to approach the more practical 
and interesting portion of the subject, and to 
examine it in its direct bearing upon commerce 
in general. Being acquainted with the influences 
which are proved to determine the fluctuations in 

I 

question, we are enabled, by a reverse process, to 
argue back from them to the existence of their 
determining causes, and to consider the Foreign 
Exchanges in their peculiarly valuable character 
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as an Tmerring mercantils and mbnetary baro- 
meter. Bat they are more than this. Not only 
do they gffer to the trading conunonity the means 
of ascertaining the state of the 6onunercial atmo< 
sphere— indicating when the air is charged with a 
storm, or when fair weather is likely to set in, — 
they so clearly point to the disturbing currents, 
that their study and due comprehension suggest 
the course by which danger can be avoided, and 
moderate the precipitate action of panic. 

The general feeling with regard to the function 
of the exchanges, as giving evidence of the mer- 
cantile (or rather monetary) situation of any 
country, is indicated 'by the usual phrase of a 
“ favourable ’’ or “ unfavourable state of the ex- 
changes,” a phrase which occurs so frequently in 
all banking discussions that it cannot be passed 
t>ver without remark. Of its inaccuracy, in so 
far as it enters into the domain of political eco- 
nomy and applies to the general prosperity of 
the country, it is not necessary to speak. It may 
originally have*implied the erroneous thdory that 

c 

the object of commerce is to attract gold, and that 
that country towards which the tide of bullion 
sets with the greatest force is ip$o facto the most 
' prosperous ; that, accordingly, a position of the 
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exchanges which points to an influx of spede is 
faToorable, whereas, when bills become so scarce 
that the precious met^s mnst be exported, the 
eitnatiou is eminently unfavourable. Bnt the 
phrase is accurate enough from the monetary or 
banting point of view. Under the present state 
of legislation all engagements involve payments 
in gold or in paper convertible into gold, the 
merchants engaging to pay in gold or bank-notes, 
at their opition, and the Bank of England being 
bound by law, without option, to pay those bank- 
notes in gold. Consequently it is of the highest 
importance to the whole banking and mercantile 
community, with a view to the certain fulfilment 
of such engagements, that the aggregate stock of 
bullion in the country should suffice to meet all 
wants. 'Whether the law is wise in itself is 
beside the argument, so long as the currency 
laws continue as they are. Under present cir- 
cumstances a merchant or banker will consider 
that to be an unfavourable state of things which 
points tb a dangerous diminution of the stock of 
gold, and he will considef that a favourable turn 
of the exchanges which tends in the opposite 
direction. "When the stock of gold is evidently 
adequate, it is even in a banking point of view 
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erroneonB to consider a • further • accnmnlation 
advantageous or desirable. And just fault may 
be foun^ with the use of the term favourable 
exchange” beyond. the limits t)f the sufficiency 
of the bullion for the purposes of the currency ; 
for the temporary excecs of gold at one point is 
of no advantage whatever, but rather the reverse. 
The limit of the phrase should be strictly kept 
in view as legitimately applied to express the 
anxiety or confidence of the banking 'world as to 
the means of meeting their legal obligations. 
And accordingly there is no real discrepancy as 
to the class of facts which, in practice, the words 
“ favourable and unfavourable ” exchanges denote. 
Political economists, from their point of view, are 
correct in their statement that, as regards the 
country at large and the Interchange of commo- 
dities, exports and imports are always balanced, 
and that both the words “unfavourable balance 
of trade ” and “ unfavourable exchanges ” involve 
a fallacy. But merchants and bankers are influ- 
enced by the •feeling, that at any jiven moment 
they may be under greater liabihties for imports 
than they can temporarily meet, owing to the 
system of credit which disturbs the coincidence 
of payments for exports and imports, though their 
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Ttilae may act&ally be equal; and farther, 1^ the 
anxiety as to the possibility of meeting these 
liabilities in that speciho mode of payqtent to 
which they are pledged, namely, in gold or con- 
vertible notes. A proper understanding on these 
points is absolutely necessary, as otherwise differ- 
ences of opinion might be supposed to exist, 
while the difference does not lie in the opinion 
or the theory, but simply in the application of 
a technical phrase. When, therefore, in banking 
treatises, it is said that the exchanges are favour- 
able to any particular country, it should be un- 
derstood that the intention is simply to state the 
fact that bills of that country upon foreign cities 
are difficult of sale, whilst bills drawn upon it 
from abroad are at a premium, indicating an 
eventual influx of specie. So, when it is said 
that the exchanges are unfavourable, a situation • 
is described in which foreign bills are in great de- 
mand, and when, consequently, their value seems 
likely to be so enhanced as to render the export of 
bullion aii unavoidable alternative. • 

It is necessary to call attention to another point 
before we proceed to consider fhe interpretation of 
fluctuating rates of exchange. It must be borne 
in mind that it is the price of short bills, not of 
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{hose wjtiich have sofne time to nm, which deter- 
mines the course of bullion shipments. Most of 
the pijmary elements Of valne affect long and 
short bills equally; but the rate of interest and 
the question of credit exercise an additional in- 
fluence upon the for^per, and so modify the fluc- 
tuations in their price as to render them unreliable 
as indications of the currents of gold. If there is 
a demand for bills upon any particular town, the 
price of all such bills, whether short or long, will 
rise. That is the general tendency. If, howeTer, 
in the city in question, the rate of interest were at 
a yery high point, it is evident that the price of 
long bills would not rise in the same proportion 
as that of short ; for the purchaser must bear the 
discount, which has to be deducted from the long 
bill before it can become equally available with 
the short bill ; and for any increase in this dis- 
count he requires to be compensated by a so much 
cheaper price. He must be compensated in the 
same manner for the risk which he will run till 
the bill be ultimately paid. 

As an index of the general position of trade, 
the value of shoH bills is the more important ; 
whereas the rates given for long paper, as com- 
pared with those for bills on demand, point mainly 
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to the rate of interest, and partially to the fltate of 
credit. 

Bearing in mind the existence of this distinction 
in those cases where (as, for instance, between 
London and Paris) the short exchange is the most 
prominent, and not straining it too mnch where, 
owing to various circumstances, long bills only are 
to be obtained to any amount, as is the case in 
St. Petersburg, we may now proceed to illustrate 
the method to be followed when it becomes desir- 
able to interpret the indications afforded at any 
given moment by the Foreign Exchanges. It 
results, from the whole tenor of the previous 
arguments, that it is, above - all, essential to re- 
member that fluctnations can arise not only from 
one cause but many, and that till proof is given 
that actually no other infl^uence is at work than the 
one which may be selected as possible and plausible, • 
no trustworthy opinion can be formed. It is an 
error often committed, when scientific subjects are 
superficially or popularly treated, to consider it 
enough to p'^int out one cause as sufficiently ac- 
counting for any phenomena, regardless of the 
fact that it is far more important to prove that 
there are no other causes which could have led to 
the same results. But on no occasion does this 
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Macy.more frequently blind thd judgment than 
in questions of mercantile finance, possibly because 
the facts \rith which th6y have to deal are so com* 
plex and entangled that any Clear and intelligible 
solution of the difficulty is held to be sufficiently 
satisfactory, without regard to the necessity of 
applying further tests. Half of the benefit which 
might be derived by a study of the exchanges is 
lost in consequence of the tendency to be satisfied 
with the first plausible explanation. Egregious 
errors might be committed if an argument were 
founded on the state of the exchanges between 
Hamburg and London which relied on the balance 
of trade alone, without considering the diffiB renoe 
of value which would result from a premium on 
silver, the currencies of the two countries being 
dissimilar. So it is no^ sufficient to consider the 
Bussian exchanges simply as indicating the 
enormous indebtedness to foreign creditors, to the 
exclusion of the infiuence of the depreciated 
currency. 

A notable instance of the neces»ty of never 
losing sight of any of the various elements of value 
which enter into the prices paid for bills of ex- 
change, and also a valuable illustration of the 
question of interpretation generally, was afforded 
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tiie eitrftordlnaiy ocftirse of the American 
exchanges at the beginning of 1861. A large 
efflux from Europe to t&e United States, took 
place, and various fheories were* started as to its 
cause. But strangely enough, months elapsed 
before it was clearly acknowledged and understood 
by the majority of the public that this efflux of bul- 
lion was mainly the consequence of indebtedness. 
Another explanation, grounded on the growing 
troubles in the'States (which were leading to a kind 
of panic), and on the presumed speculations of 
English capitalists, had been put forward as suffi- 
ciently explaining the prevailing drain ; whereas 
the test of indebtedness should have been applied 
first of all. The specie shipments were hurried and 
intensified by peculiar modifications of that in- 
debtedness ; for instance, by the Americans draw- 
ing sooner than usual against their claims on 
England, by their suspending their orders for 
English manufactures, and by the forced and un- 
natural increase of exportation even of articles not 
wanted in Europe. But the primary bause of the 
fall of the exchanges which* led to the flow of 
bullion to America lay in the immense excess of 
their exports of wheat and flour, following too, on 
a cotton crop of unprecedented extent. Independ* 
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entlj of the politioal* ori6i&, Eorop^ would have had 
10 pay a balance to America in gold ; and this waf 
snrely.tbe cardinal poidt to keep in view, in con> 
sidering whether 4be export of bullion would con- 
tinue or cease. Such authorities as, at the com- 
mencement of the ofSux of bullion, insisted on 
considering it as a simple speculation, and pointed 
to the folly of the merchants who sent it out, pro- 
phesying that probably it would return to them in 
the same ships, committed the error of looking 
principally to the stock of goldin Kew York, to the 
speculations in American securities, and to the 
operations of capitalists, rather than to the one 
broad fact, which was clearly discernible on closer 
inspection, that England and Europe were simply 
paying for their importations from America. 

Stress was continually laid upon the fact that the 
stock of gold was accumulating in New York and 
was decreasing here, and it was argued that conse- 
quently the gold must return. It is plain, however, 
that for this result to take place, one of the follow- 
ing events would have to occur ; either the bullion 
would be returned because the Americans owed 
money to us, and sent it to pay their debts ; or it 
would be remitted against fresh orders for English 
manufactures orfor American stocks held inEnglish 
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hands; or it would be* sent* here as a loan to 
English capitalists, in the expectation that money 
would, as was certainly probable, become , dearer 
here than in America. Those who maintained that 
bullion would return, were bound to prove that one 
of these operations would take place. The first was 
a question of fact: Did the Americans owe much 
to Europe ? The second was a question of pro- 
bability : Was it likely that the Americans would 
regain sufficient confidence to enter upon new 
mercantile transactions ? The third was also a 
question on which opinions might be divided: 
Was it probable, or the reverse, that in a time of 
great national emergency the^ New York bankers 
would remit their capital for employment to Europe, 
because gold accumulated rapidly in their vaults ? 

These were the questions upon the solution of 
which the slow or rapid return of bullion depended, 
and they might fairly have been made the subject 
of discussion. But to argue that, because in 1857 
the bullion which was exported to America was 
immediately^tumed, the same result would be 
witnessed in 1861, was to overlook the fundamental 
and primary element of value ui the Foreign Ex- 
ohangea— the relative indebtedness.* In 1867 the 
AmerioaoB bad incurred enormous debts to Europe; 
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in 186^ Europe hafl incnired enormons debts to 
them. Here was the key to the whole position. 
On the former occasion the export of specie to the 
States was mmatiyral and artificial. It was lending 
your debtor more, in the place of exacting payment. 
On the latter occasiop the export of bullion was 
natural and inevitable, because it was made to dis- 
charge a debt ; but the payment was somewhat 
hurried, and the usual rules were a little set aside, 
because the creditor (theAmerican), finding himself 
in the midst of a most dangerous pohtical crisis, 
became suddenly urgent to receive all that was 
due to him, and to forestall, rather than to delay, 
the settlement of his claim. He drew his bills 
and forced them on the market with the eagerness 
of panic. Pew buyers were to be found requiring 
them as remittances in discharge of European 
liabilities ; for, trade had been curtailed, no new 
orders had been given, and, before the crisis com- 
menced, the unusual prosperity of the Western 
States, in consequence of vast crops of grain, had 
made it possible for remittances agajgist previous 
transactions to be sent earlier than usual. Thus, 
the bills were bou^t up in New York, not by such 
as had liabilities to discharge, but by such as were 
willing to advance the value of the bills till their 
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equvalent in g«ldootildte procured firom England. , 
This was the office of the Kew Tork hanks, and 
for the greater quantity of the bullion shij)ments 
consisted in what* may be callpd the anticipated 
proceeds of these bills. Without the influence of 
panic, a high rate of interest on this side might 
have delayed the export of the proceeds, at least 
till the maturity of the bills. If these proceeds 
had remained longer on this side, they would 
either have constituted a loan to the banker to 
whom they were remitted, or they would have been 
invested in some kind of merchandize, and re- 
turned in that form rather than in gold. What 
other ^temative was possible ? 

It may be asked. Why, if the balance of trade, in 
its simplest sense, was, to use the popular phrase, 
in favour of AmericBr— that is to say, if they owed 
less than they had to claim, — ^why, then, was there 
any ground for panic in New Tork ? The answer is 
clearly that, from a monetary point of view, not 
only was there no reason whatever to induce a 
panic, but^^n the contrary, there were evident 
grounds for confidence. Sellers of bills might fore- 
see a difficulty in disposing 6f them above the 
specie point, and consequently up to that point 
pfess their bills upon the market; but the only 
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appiehension that ooold Hfelt was, as to whether 
they wotild be able to obtain fadlities till the time 
when the eqniTalent of tl\pir bills, if remitted to 
Europe to be oonTerted into specie, wonld return 
into their possession. The aggregate of a com- 
munity cannot be alarmed at the position of its 
money-market and of the exchanges, when the 
whole world is indebted to itself, at least so long as 
it has every confidence in the solvency of its debtors. 
The panic, if it maybe called so, which, occurred in 
America during that winter, was attributable solely 
to political causes, which rendered all who had biUs 
for sale eager to underbid each other for the sake 
of immediate payment, and to accept a price far 
below what they would have realized if they had 
had their bills exchanged into gold in England. It 
was this urgency to secure themselves money at 
any price which induced tlfe New York merchants 
to export every kind of produce, which normally, 
owing to the increase of the currency, would have 
risen in value in the States, to European markets, 
where prices were sure to fall owing to the de- 
creasing currency. * A p^c usually occurs in the 
money-market of any country when the exchanges 
become unfavourable to it ; but it is a rare occur- 
rence to see alarm felt at an unusually favourable 
tituation of the exchanges. 


B 
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The ambiguity of the farm “fayonyable ex- 
changes/’ nnless it be taken within the limits given 
above, that is to say, astdenoting a simple mone- 
tary fact, and not as any judgment on the prosperity 
of trade, can be easily appreciated in this instance. 
The exchanges, when at „ such a point that the 
necessity of specie remittances from England to 
America was clearly indicated, were, as the phrase 
is, highly favonrable to America, and the very re- 
verse to otirselves. The American exporters of 
grain and cotton were, however, the very class 
who, in the first instance, suffered most from the 
situation, in so &r as the expense of the costly 
transmission of specie, with all the losses attached 
to it, would fall upon them. On the other hand, 
the English debtors may be argued with some 
plausibility not to have suffered any loss, because 
to them it was immaterial how they paid their bills > 
at maturity— whether by handing the amount over 
to their neighbours, to whom the Americans would, 
in normal times, have remitted bills upon them ; 
or by shipping it in gold by order ^and for account 
of their American creditors. ' But to a certain 

a 

extent there is a fallacy in this, as the charge on 
the exporter so often falls on the consumer of tiie 
produce exported. To this extent the interests of 
the e^orter become identical with those of th« 
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foreign cpuntry. For, that which ttdds to the cost 
of the article which he exports, mast be home 
either him or by the consomer of his produce ; 
and it is their joinhinterest that no snch addition 
should be made. The cost of the transmission of 
bullion is an addition o(this nature ; and therefore 
it is contrary to the interest of the exporter, and of 
the country to which he exports, that such an 
expense should have to be incurred. 

Thus we come to the position, that a condition 
of the exchanges which leads to the importation of 
specie into any country favours the importers and 
consumers of that country, but causes an additional 
charge to the export trade. However, the extra 
charge upon this export trade having ultimately, on 
the above supposition, to be paid by foreign coun- 
tries, it may be maintained^ that the state of the 
exchanges indicated is, in a certain sense, favour- 
able to the country in question, and unfavoar- 
able to the foreigners with whom it trades. A 
clearer view may be gained of this position if it be 
assumed for the moment (what is partially true) 
that each country fetchei^om the other that which 
it requires ; in other words, that the export trade 
of a country is managed upon the order system. 
Cotton and grain may be sent from the States, not 

B 8 
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to aoouuu. Amenoan Mllen, but of Titijglipb 
bnyere, irho lisye given their orders. If the 
article is bonght 1^ a fbreign buyer in the place 
of its production, it is plain that any sudden 
extra charge upon exportation must be borne by 
him; and thus a suddemfall in the exchanges, 
which makes his bill upon his London house less 
valuable, or causes the whole cost of the trans- 
mission of bullion from England to pay for his 
purchases to fall upon lum, becomes unfavourable 
to the country to which he belongs, and for which 
he is buying, and not to that from which he 
is buying. Conversely, the Americans who give 
orders to T^-ngliab manufacturers are able, during 
the same period of low exchanges, to buy up bills 
on England which will pay for their goods, at a 
cheaper rate than usual, and are able to save the 
expense of the transmission of bullion, which,* 
during normal times, generally falls on a portion 
of the American importers. As far as facility and 
economy in paying for the products of other coun- 
tries are concerned, a state of the exchanges which 
renders it possible to jpUrchase bills to pay for 
them, cheaply and easily, may correctly be de- 
signated as favourable. 

Betuming from this digression, which wai 
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prompted by the debire Of tbromng additional 
light on the nse of the words favonrable and^ 
unfavourable exchanges, V and resuming the con- 
sideration of the (general mode in which the 
Foreign Exchanges are to be read and interpreted, 
we shall find in the .course of the American 
Exchanges during 1862-3 farther materials for 
instructive analysis. In 1861 we saw an extra- 
ordinary depression in the price of foreign bills in 
New York. The situation was afterwards reversed. 
After the lapse of a certain interval a rise of 
extraordinary extent and rapidity occurred. How 
was this change to be interpreted? To what 
phenomena did it point ? 

No better illustration for the examination of the 
different influences which affect Foreign Exchanges 
could be found. Here we have a case where the 
effects were evidently greater than could be caused 
solely by a change in that which we have called 
the primary element of value — ^intemational in- 
debtedness; for the rise went far beyond the 
normal specie Mmit. The sudden transmission of 
capital from America to Europe, and the con- 
tinuance of a demafid for importations from abroad, 
while the exportation of cotton was stopped by the 
blockade of the Southern ports, might account for 
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the phenomenon to af oertAin extenti.bnt not 
beyond what we have so often called the specie 
limit. We are driven t(\look for another plement 
of value, for one more unlimited in its operation ; 
and that will at once be found in the depreciation 
of the currency, of which alone, among the various 
elements of value determining the price of foreign 
bills, it could be said, that it rendered fluctuations 
illimitable. The passing of an act suspending 
specie payments in the United States, and autho- 
rising the issue of inconvertible Government paper 
money, removed the normal specie limit, and the 
extent to which the prices of foreign bills could 
rise, at once became an open question. It was to 
be anticipated that the effects of a depreciated 
currency would be developed to their full extent, 
and it became possible for the Foreign Exchanges 
to rise, not a few per cents., but 60 or 100 or even 
200 per cent. In the Southern States the exchange 
on London actually rose to 400 per cent. 

Experience was at fault as to the probable 
practical limits, and theory could only establish, as 
a result certain to ensue, Ahat with every issue of 
inconvertible paper money a progressive rise, pro- 
portionate to the depreciation of the currency, 
would unavoidably take place. Strangely enough, 
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in the Northern Sta4s tlie rise Tms aotoally de> 
layed far beyond the time when it was expected to 
occur, and the Americans began to believe that it 
was possible to print paper money without losing 
gold, or depreciating the remainder of the currency. 

The causes of this delay weU deserve exa- 
mination, though, from the complexity of the 
facts, it is difficult to arrive at any certain results. 
Two causes have been suggested, which are 
sufficiently plausible : the one that’, during the 
first months of the issue of the Government paper 
money, the private banks called in their notes to a 
very great extent, and that thus the aggregate 
currency was not increased as much as might have 
been expected ; the other, that the area over which 
the American currency extends is so vast that the 
effects of an over-issue ^of paper would be less 
rapidly felt.* It was said, too, that in the West a 
considerable dearth of currency had previously 
existed, and that, consequently, there was a gap to 
be filled up. However this might be, the Batis&o- 
’tion which was fqlt by the Americans at the issue 

* In a critioiam on the feoond edition of this work, two 
farther causes have been suggested which no doubt were also 
in operation : the general contraction of credit throughout the 
States, and the enormous war expenditure ; both of which oir- 
fumstances would unquestioDably lead to the absorption of a 
eonsiderable amount of oorrenoy. 
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of paper mone^ without a heavy M in its value 
was of short duration, and the theories of political 
economy were abundantly^justified in the end. An 
unexampled rise in the American exchanges took 
place, the exchange advancing by degrees in little 
more than a year from 110<to 180. In a former 
chapter, the endeavour was made to gauge, as far 
as possible, the probable extent of fluctuations in 
the exchanges arising from a depreciated currency, 
and it was shown that where a premium in gold 
was not prohibited by law, the prices of foreign 
bills would rise in proportion to the extent to which 
prices of all purchasable articles, bullion included, 
are raised by such depreciation ; in other words, 
in proportion to the discount on the paper money, 
or the premium on gold. Beyond that proportion, 
the fact of the depreciation of the currency would 
scarcely cause them to deviate. Accordingly, on 
examining the price of foreign bills in New York 
and the price of gold, we shall see that they 
constantly rose and fell together. ^ Before the 
depreciation of the currency, the actual par of ex- 
change for bills on England was, as will presently 
be explained, expressed in the form of 109. When 
gold rose, the foreign bills rose as much beyond 
this point of 109, as gold rose above par, leaving 
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the same margin (and the same Tfiriations within 
that maigin), between the premium on gold and 
the pilce of sterling bills, as that which, in normal 
times, existed between the nommal par of exchange 
and the actual mean premium on English bills : 
but this margin, whish was 9 per cent, before, 
haying itself to be calculated in depreciated cur- 
rency, became apparently — but only apparently — 
greater. 

In order that this may be properly understood, 
it maybe necessary to state the mode in which the 
value of bills on England is calculated in America. 
The basis of the calculation is that forty dollars 
are equal to £ 9 , do that the dollar would be equal 
to 45. 6d. But as this assumed par of exchange 
does not coincide with the actual value of the gold 
in the dollar and the sovereign, the £9 being worth 
9 per cent, more than the forty dollars, gold for 
gold,* (by which the value of the dollar is reduced 
to about 45. 1 jd.,) the calculation has to be rectified, 
when bills on England are bought, by 9 dollars 
being added’to every 100 dollars of the purchase- 
money. It was a fadt that, as long as a gold cur- 

* The exact difference between the gold contained in 9 
lOYereignB and in 40 dollars u nearer 9^ than 9 per cent, but 
the quotation giYso in the text is aoourate enough for the 
general argument. 



100 


vosncfr noBimm. 


renoy existed o& both mdes of the AUantio, the 
aotnal par of exchange between New York and 
London was about 9 per eent. nominal premium, 
or as it was technically phrasedf bills on London 
stood, when the exchanges were in a state of 
equilibrium, at 109. This difference (or corrective 
premium) of 9 per cent, in gold currency would be 
modified, either upwards or downwards, by the 
various other influences to which the Foreign Ex- 
changes have been shown to be subject, by the 
state of indebtedness, the rate of interest, in fact, 
by supply and demand ; hut it constituted the mean 
specie point. After the depreciation of the cur- 
rency, when prices of bills, as 'of other articles, 
were no longer expressed in dollars having a certain 
value in gold, but in dollars of depreciated value, 
it was to be expected thai. the same actual difference 
of 9 per cent, in gold would still enter into the 
price of foreign bills, but that it would be expressed 
in its equivalent of paper dollars ; in other words, 
that these 9 per cent, would also be increased in 
exact proportion to the premium , on * gold. Thus ‘ 
we arrive at the following^ fesult : — ^if, before the 
issue of paper money, the purchaser of a bill on 
England paid 100 dollars and 9 doUars for it, he 
would, if the premuim on gold had risen to 50 per 
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cent., HI the first place pay 150 dollars instead of 
the 100, and in the second 18^ dollars instead of 
nineVlollars, or half as much again as what we 
may call the coirecting premium. Thus, if the 
price of hills, when gold stood at 150, was 163^, 
this price would corroepond to the price of 109 at 
the time when there was no premium on gold. 
The price might rise to 165 or fall to 161, according 
as there was supply or demand, but the mean point 
would he ascertained hy the process which has 
been described. 

Disturbing causes were introduced by legislative 
enactments which interfered with the free com- 
merce in gold, Jbid consequently tended to vary 
occasionally the relative value between bills and 
gold, by encumbering all operations in the latter 
with certain charges and inconveniences. Taxes 

9 

on transactions in gold would have the same force 
as increased charges on specie shipments, and 
would thus have a tendency to widen the margin 
between the premium on gold and the premium on 
“bills. * 

And, besides the takes imposed on operations in 
gold, there were other circumstances which induced 
those who had occasion to buy either foreign bills 
or gold, to give a preference to the former, so that a 
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tears were oontinoaUy entertained that the export 
of gold might at any time be prohibited, either 
directly or indirectly; and thii/;, naturally, the 
preference was given to that species of remittance 
of which the export conld not he forbidden. Or 
again, if gold or bills were to be purchased in order 
to be hoarded or held some little time before being 
used as remittances, interest would be lost upon 
gold but earned upon bills ; for when these came 
to be sold, they would be worth so much more, as 
being nearer their maturity. Similarly, there were 
charges and risks, needless to specify, incident 
upon the holding of gold, which were not incurred 
in the holding of bills, and thus many considera- 
tions (but especially the constant interference of 
the Government) would tend to widen the margin 
between gold and bills, and create violent pertur- 
bations at particular moments which could not be 
accounted for simply by the depreciation of the 
currency. 

The extraordinary state of the Foreign Ex- 
changes in America during the period with which 
we have been dealrng, is peculiarly difficult to 
explain in a simple form, but is all the more 
instructive because it offers the opportunity of 
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vie^g the dlffereilt elelhents of ralde in simnlta' 
neons and sometimes conflicting operationc The 
depi^iation of the ^nrrency by the issue of 
“ greenbacks” e^sercised, it istme, so overwhelm* 
ing an inflnence, as to have rendered diflicnlt the 
discovery of the ope^tion of other elements of 
value. These, however, so long as any foreign 
trade subsists, can never be entirely absent. Ac- 
cording as the Americans have remitted their funds 
to this country, in order to secure a portion of 
their fortune against the contingency of progressive 
depreciation, so has there been a demand for billn 
upon England. Immense sums are said to have 
been remitted te English bankers by American 
correspondents, because this was clearly the safest 
course by which to secure their fortunes against 
loss and at the same time to earn a moderate 
interest. In America elery species of banking in- 
vestments was subject to daily depreciation, and 
such fortunes as consisted in securities payable in 
dollars, were rapidly melting away. Investments 
in gold wer& largely resorted to, but as we have ex- 
plained, they were dangerous, on account of the 
action of the Government, and unremunerative, 
owing to the loss of interest. Bemittanoes to fo- 
reign countries combined the advantage of security 
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mth that of ‘rexQnneratiTe emplo^ent for.oapital, 
and manymillions sterling have been sent to Enropa 
for this purpose. Some stuprise has been can/ed by 
the fact that the gold remittances from New York 
have not been so great as might have been expected. 
Bat a portion of the capita which thus found its 
way to England flowed through an indirect channel. 
It was sent from the ports of California instead of 
from the port of New York. By the adoption of 
this coarse, the great risks on the transmission of 
gold from California to New York were avoided, 
while the object of remittances to Europe was as 
conveniently attained. Without these bullion re- 
mittances the demand for bills, must have been 
even greater than it was ; for the Americans 
required funds in England, not only for the 
purposes which have just been indicated, but also 
for the payment of the large quantities of military 
stores purchased in this country, and for that 
amount of European manufactures which, however 
much the Americans may curtail their trade, they 
are obliged to purchase for immediatp wants. No^ 
cotton bills being obtainable.in New York, owing to 
the blockade, and fewer com bilk existing, owing 
to the redaction of that trade in consequence of 
plentifril harvests in Europe, no doubt the demand 
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for bills (notmthstmdii^ the O^omian remit- 
tances) has been great, and this demand has in- 
creased the preminm on sterling bills. Bnt this 
increase of the preminm, it \nll be remembered, can 
never exceed the expense, the risks, and the incon- 
veniences, in their widest sense, on bnUion remit- 
tances. For as soon as this margin between the 
preminm on gold and the preminm on bills on 
England, exceeded the 9 per cent, to which we have 
allnded, pins the preminm on these 9 per cent, and 
pins the expenses on shipping the bnllion, — those 
who desired to remit, would, as explained before, 
rather ship the bnllion itself ; and as the export of 
gold had not been prohibited, a remittance in gold 
could always be made. With many apparent dis- 
crepancies, the upward course of the American ex- 
changes was really governed by the few simple 
principles which have been discussed in the earlier 
portion of this treatise. Amidst the complexity of 
the particular combination, the effect of the few 
leading causos which lay at the bottom of the whole, 
. 4 ltands out dsarly enough, and, it may be repeated, 
the rise in the p'rice foreign bills, owing to the 
unlimited issue of greenbacks, could be predicted 
with the most absolute certainty. 

It is less eaty to explain the rapid fall which 
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followed on the^battle of<}ettj(sbnrg and tbe open* 
ing np of tbe Miesissippi. But tbe difficnlfy lies 
latber in explaining tbe M in tbe preminm qp gold 
than tbe fall in tbe prices of foreign bills, tbe latter 
being simply tbe consequence of tbe former. It is 
tme, indeed, that in a question of tbe interpretation 
of tbe Foreign Exchanges, tbe premium on gold is 
only a collateral issue. But as we have followed 
tbe rise in gold, it may be interesting briefly to 
examine its .fall. If a redundancy of currency 
created tbe premium, it would seem natural that 
only a diminution of tbe over-issue should cause 
a corresponding faU. Tbe conversion of some 
portion of greenbacks into stock was a measure 
operating in this direction, but it was accom- 
panied by fresh issues, which neutralized its effect. 
Besides, this conversion was in operation before 
tbe foil, even at tbe time when tbe premium was 
rising, and therefore cannot have contributed to 
tbe sudden fall in any great degree. The result 
would rather be due to tbe belief suddenly springing 
up that the quantity of paper monqy would real]y 
be reduced, either by a further niore effectual con- 
version, or by a redemptioh in bullion at a shorter 
date than appeared possible during tbe darker 
period of Northern prospects. It is scarcely pos* 
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Bible to judge whethet the ‘fall in gold was justified 
or not, without venturing on an opinion as to the 
ability or the intention of, the Washington Govern- 
ment to reduce that currency which it has for its 
own purposes created ; but the belief on the part of 
the American community that this intention ana 
ability did exist, no doubt exercised some portion 
of the influence which actual measures taken by 
the Government would have produced. This belief 
had the further effect of inducing persons, who had 
hoarded gold from a fear of a farther depreciation of 
the currency, (and who had even before been some- 
what alarmed by the measures taken against this 
very hoarding by the Government,) to sell their 
stock of gold as fast as possible, giving up the idea 
of a farther rise. And the Government, too, is said 
to have contributed, by somewhat artificial means 
to a premature decline in tte premium on gold, by 
throwing large sums on the market which it had 
been able to accumulate, as it was thought, for this 
very purpose. E so, a reaction is highly probable. 
A^over-issue ef paper money can only be coun- 
teracted by a subsequent contraction. It may be 
possible, perhaps, Ky artificial means, to discount 
this result, but not to produce it. And thus it is 
to be anticipated that, unless measures are taken 
to Mow up temporary expedients by permanent 
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improvements^ the price of gold may once more 
advance.* On the other hand, the adoption of 
such measures is facilitated by the fact* of the 
position of the Americans being favourable in this 
respect — ^that their currency is depreciated simply 
by internal and not by ex+emal causes. Probably 
they owe less to Europe than they have done at 
any other previous time in late years, and they 
have the further advantage that the large deposits 
which theyliave made in Europe, give them the 
power, at any moment they may want it, of regain- 
ing a great portion of the gold which they have 
lost. As to the extent to which the revival of the 
cotton trade may affect the exchanges, and compel 
Europe to send bullion to America, many circum- 
stances will have to be considered. It will be a 
question of time, rather than of indebtedness. 
The Americans will be'in need of large quantities 
of goods from this side, and the question will be, 
whether they can supply us faster with cotton than 
we can supply them with goods. The probability is, 
that we shall be more urgent for cotton than they 
for manufactures; butiVis less certain that the 
quantity of cotton required be immediately 

* Th« correctneeB of this view waa practioally demonstnitod 
OTon before ihe second edition was issued. An advance in gold 
again took place, which has sinoe, with many flaotuation% rnadi 
further progress.— Deoember, 186 ^* 
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available, whereas th*e export of oitr xnantifactores 
on its former scale oaif, if necessary, at once be 
renewed. However, on the whole, as we may cer- 
tainly assume that*we shall immediately want the 
cotton, and as, from the disorganization of the 
cotton trade, credit wilbbe less available, and cash 
payments more imperative, the probable necessity 
of an export of bullion on our part seems to pre- 
ponderate, though not to the extent that is gene- 
rally beheved. A most important consideration 
will be, whether the Americans will be anxious to 
receive gold with a view to re-establish a metallic 
currency, or whether, owing little to foreign coun- 
tries, they will be' content to let their depreciated 
currency continue in the state in which the end of 
the war may find it, fancying, perhaps, that it may 
right itself. What, it may be asked, will be the 
value of gold to them, if they neither require it 
for internal circulation, which, they may think, can 
be managed as well by paper, nor for the payment 
of foreign liabilities, from which, under our hypo- 
tHbsie, they wfll bp comparatively free ? 

Nevertheless, gold ^ be the only equivalent 
which, if they do not immediately take large quan- 
tities of goods from Europe, we abftll be able to 
offer them for cotton. Consequently we may expect 
one of two things to happen. Either, though they 
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may not have the imme^ate ihtention of improying 
their currency, the premium on gold, through the 
abundant supply which tl^e circumstances indicated 
will place at their disposal, willfall to such a degree 
as to hasten their action in spite of their indif- 
ference ; or, what is quiteas probable, the tempta- 
tion will rather be to increase their imports than to 
improve their currency; a great inflation of prices 
and of trade in general will ensue ; the inducement 
which a redundant circulation of paper money so 
often creates, of importing to an unlimited extent, 
will have its full effect ; and foreign liabilities will 
thus be created which will absorb that surplus of 
gold of which the situation described has given 
them the command. In the former case American 
finance may possibly issue from its ordeal without 
a catastrophe, in the latter and more probable case, 
a terrible collapse will, 'm the end, be inevitable. 

The foregoing remarks upon particular instances 
where the Foreign Exchanges offered peculiar 
opportunities for analysis, are not intended to be 
historical or exhaustive, but only ilkistrative of the 
general question of interpretation which forms the 
special subject of the present chapter. In the 
description of the American exchanges in 1861, it 
was proved that the omission of the most important 
element of value, namely, relative indebtedness, led 
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in the first place to to erroneous interpretation of 
the perfectly natural e&nx of bnUion, and in the 
second to a mistaken estjmate of its probable dura- 
tion. In the conrae of the same exchanges daring 
the two following years, it was the depreciation of 
the currency to which, jivhile interpreting the re- 
markable fiuctuations which have occurred, we 
mainly found we had to look. In both cases, in- 
deed, it was seen, that it was indispensable not to 
lose sight of other elements of value’, while attri- 
buting the chief influence to one ; but it is, above 
all, important that a real and fundamental cause 
should always be sought, and that it should not be 
supposed, as it sometimes is, that the action of 
speculators can more than modify, hasten, or retard 
natural causes. For instance, when specie is being 
exported, it is sometimes supposed to be merely 
what is called an exchange operation, undertaken 
by a certain class of speculators, whose business it 
is to make a profit out of the variations in the price 
of foreign bills at different moments, buying them 
when they are*cheap and selling them at a profit, 
and sometimes sending^ bullion abroad to buy up 
bills on their own country, if the prices should be 
temporarily below or touching specie point. Gold 
will of course not be exported so long as these 
speculators in exchange, or cambists, as they ate 
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technically called, can procure short bills. They 
wish to place funds at a dertain spot. As long as 
they can procure short bills in the quantities they 
desire — as long, that is to say, ad there are sufficient 
foreign debts owing to their own country, payable 
immediately, which can be‘lransferred to them, and 
which they can pass on to others — they wUl not ex- 
port gold. An effiux of gold accordingly proves, who- 
ever the exporters may be, that the supply of short 
bills on other countries is being exhausted, that 
there is little more to claim at the moment from the 
country to which the bulHon is despatched, and that 
the balance of indebtedness is temporarily against 
the country fcom which the bullion is exported. 

A fmther inference may be deduced from the 
foregoing remarks. It is often supposed that gold 
is never exported unless to give a profit to those 
who despatch it. But this is manifestly a fallacious 
idea. The expression which is so often made use 
of, that the rates of exchange in any country are 
at such a point that no profit is to be madewdn 

c 

Bhipments of gold to it, must be carefully guarded 
from leading to a misconception. Such a fact is 
valuable to know, to a certain degree ; but it does 
not prove that the despatch of bullion may not be 
natural and necessary nevertheless. It must be 
ges^t by those who are in debt to that country, if 
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they cannot find billp. It is far more important 
to inquire, Is the balance of indebtedness (hs- 
charged ? The exchanges may remain exactly at 
specie point for a long time, offering no prospects 
of profits to any cambists, yet compelling the con- 
stant flow of bullion in order to discharge liabilities. 
It is indispensable to consider what debts have to 
be paid, before a judgment as to the drain of 
bullion can be formed. It is not so superfluous 
as many might believe, to dwell so frequently and 
so strongly upon this point, because, as a matter 
of fact, language is continually held, even among 
men who should be well versed in questions of this 
kind, which i^practically at variance with the 
principles here put forth, though, in theory, they 
command immediate assent. 

The question of profits on exchange operations 
can be reduced within «very narrow limits. If 
carried beyond them, it only serves to obscure the 
plain operation of natural causes, without being 
essential to the real understanding of the subject, 
j^fits can hiibitnally be realized by those who, 
when they observe th^t there is a prospect of the 
demand for bills exceeding the supply, purchase in 
anticipation, in order to sell at a higher price when 
the natural buyers, who require the bills for remit- 
tances, enter the market later on. And even when 
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the exobanges reach Ihe specie point, profits, 
ihongh on a very limited ^ale, are made by those 
who, by having establishments identical with their 
own in foreign cities, and haying a machinery 
specially organized for the purpose, are able by 
the avoidance of commission and the reduction of 

a 

charges, to make bullion shipments at a cheaper 
cost than the actual merchants or manufacturers 
who have the remittances to make. They despatch 
the gold and sell the bills drawn against this gold 
to those who require to send funds abroad, realizing 
a fractional profit for the convenience which they 
afford. This, however, is in reality a matter of 
detail, and, as far as the exchanges and the prin- 
ciples which determine them are concerned, it is 
perfectly indifferent whether the debtors to foreign 
countries — that is to say, importers, merchants, or 
consumers — remit gold themselves, or pay a slight 
profit to cambists and bullion dealers, who, ship- 
ping it in large quantities, retail the bills drawn 
there-against to such as require to remit. 

It is only in perfectly abnormal tiipes that largo 
profits are to be made on^specie shipments, and 
only when the countries t6 whish the shipments 
are made, lie at a very considerable distance ; so 
that those who have the sagacity to ship in time, 
or before others deem it necessary, have the ad> 
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vantage of being abUe to* bny np ^biHs below the 
specie point, owing to the urgent necessity of the 
sellers of the bills to receive the equivalent 
immediately ; otherwise* it has been proved to be 
abundantly clear that the seller of such a bill, — 
rather than allow snch^as have bullion on the spot 
by having shipped it in anticipation, to make a 
profit which would be his own loss,— would send 
his bill to be encashed, and wait for the returns in 
specie himself. Where there can be immediate 
action and immediate communication, as between 
London and Paris, there can be scarcely any farther 
profits upon shipments of gold beyond those which 
can be effected, by an economy of charges. Only 
those who have a machinery for the purpose can 
gain a profit which, in reality, is a kind of com- 
mission paid by the rest of the community. At a 
distance, there is much more margin ; as, where 
months may elapse before bills can, by their 
natural process, be converted into coin, those who 
can undertake to give this coin on the spot can 
o^en make tbeir own terms. 

The limits are* therefore, clear enough within 
lyhich the natural action of the exchanges may be 
checked or intensified by the operations of cambists. 
In the case of a gradual fall in the exchanges in a 
distant country, where, if left to themselves, they 
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might leoedd b^low specie point, because the on* 
fortunate drawers of bills, being unable to wait the 

arrival of specie for their own account, might 

< 

require their equivalent immediately, it might 
modify the position very much if speculators in 
foreign bills had foreseen the occurrence, and sent 
out specie to anticipate their wants, securing to 
themselves a moderate profit, but saving the 
drawers from a much heavier sacrifice. These are 
points which it is necessary to understand and 
appreciate, and which come into consideration in 
interpreting the exchanges of a given country at 
any given moment, but they can never impair the 
correctness of those elements of .^alue which in 
principle determine the price of bills. 

Of these it has repeatedly been pointed out, that 
the balance of indebtedness, in its widest sense, is 
the most fundamental, entering in a greater or less 
degree into almost every case in which Foreign 
Ex cha nges are concerned. But the interpreter of 
the fluctuations in Foreign Exchanges will bear in 
mind that there are limits to the v,anations ptp- 
duced by this one particubtr cause. He willre* 
member the peculiar features "in the rates of 
exchange which would point to differences in cur* 
rency, as distinguished from other disturbing 
causes. These will be remarkable for extending 
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far beyond the limita witiun which/nch flnctuationa 
as are caused by excessive imports or exports, are 
ordinarily confined, and^for being far more arbitrary 
and eccentric in their movements. So, too, he will 
not forget the influence of credit or discredit, and 
at anytime of panic or other temporary derangement 
of confidence, the discount at which bills are sold 
will not be mistaken for the result of an adverse 
balance of trade or a depreciated currency. And, 
again, it wiU be borne in mind that mdden move- 
ments in the exchanges, either upwards or down- 
wards, may reflect the position of the rate of interest 
in different countries, not only in the case of long 
dated bills, the variations in the prices of which, 
when they differ from the variations of bills payable 
on demand, are regulated exclusively by the value 
of money and by credit ; but also in the case of 
these bills on demand themselves, as indicating that 
a high or low rate of interest is causing certain 
movements of capital from one country to another. 
The most general fact of which the exchanges are 
iihe sign, is tire, degree of intensity to which the 
demand for biUs on « foreign country exists, for 
whatever purpose this demand may arise; and it 
is clear that such a demand may be caused as much 
by a desire to remit a certain amount of capital to 
that country for the sake of employing it at a high 
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rate of intereit, for the 'purpose of paying a deR 
A high rate of interest attracts capital from abroad, 
and the effect of this attraction is immediately 
perceptible in the exchanges. , By recalling the 
most elementary view of the transactions with 
which the exchanges are cojicemed, and by realiz- 
ing the &ct that foreign bills, to the prices of which 
so much importance is attached, are bnt the instm- 
ments by which payments are effected between 
different conntries, it becomes clear at once that 
in the prices paid for such bills we may discern 
the strength of the current in which capital is 
setting towards one point or another, and that the 
effect of every influence which may-be brought to 
bear, to arrest or to hasten the force of this tide, 
will be registered with unerring certainty in the 
variations of the so-called “ rates of exchange." 
Hence arises that intimate coimection between the 
variations in the rate of interest, and the fluctua- 
tions in the Foreign Exchanges, which has long 
been recognised as one of the first principles to be 
kept in view in the study of monetary questions^ 
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SETIET or TEE 80-aU.LED 00RBE0IIVE8 OF THE FOBEIQN 
EZOBANaES. 

In the last chapter we have been engaged in 
considering the subject of the interpretation of 
the Foreign Exchanges. The question now arises, 
how far the results obtained by such a study can 
be turned to practical account. In the same way 
as the phrase has become usual that the Foreign 
Exchanges are “ favourable ” or “ unfavourable,’’ 
so it has been the custom to say that the Foreign 
Exchanges might be “ corrected.” The accuracy 
of this phrase is just as open to question, inas- 
much as it depends upon the view which is taken, 
whether what is termed* correction is desirable or 
not. At all events, it must be borne in mind that 
that which is really to be corrected is not the 
actual position of the exchanges, but that state of 
things which«has brought it about. 

We have seen that, it was a certain course of 
trade, or certain &rrangements for payment, which 
caused the situation that was considered unfavour- 
able a monetary point of view. A modification 
of that course, or different arrangements for pay- 



vobiAh bzObavoul 


ment, might* lu^kirally be expected to operate in 
the contrary direction, and therefore it m)tild seem 
as if it were possible, as soon as a correct idea has 
been gained of the canses which have led to what 
is termed an onfavonrable sitnation, to meet it 
either directly or indirectly, by a remedy, if a 
remedy is desired ; in other words, to check the 
export of gold. This export of gold would, as we 
have seen, be the result either of the settlement of 
indebtedness; or of differences in the value of 
money, or of differences in curren<y. When it is 
attributable to this latter cause, the question of 
the correction of the Foreign Exchanges, nnfa . 
vourable in this respect, namely, owing to a depre- 
ciated currency, widens into the consideration of 
the means by which a currency once depreciated 
can be improved, and the equilibrium restored. In 
the last chapter, the closd connection of this subject 
with the Foreign Exchanges was illustrated at some 
length in the case of America ; but we should travel 
beyond the scope of the present treatise, if, while 
discussing the so-called correctives ef the Foreign 
Exchanges, we were to entec on the whole question 
of currency. It must suffice if we simply enumerate 
the restoration of a depreciated cnrrenoy amongst 
such correctives, without entering further into the 
inquiry as to how this restoration can ,be effected. 
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cases where the "tmfavotirable " situation is caused 
by circmustances connected with the mntnal in- 
debtedness of two countries, or with the relative 
value of money in each, in other words, where 
fluctuations have been paused by some disturbance 
in the ordinary balance of trade, or by a rise or 
fall in the rate of interest. 

These two influences will be generally found to 
be operating simultaneously in opposite directions. 
Money will be dear and scarce in the country 
which owes much to foreign creditors, and plentiful 
in that which has exported much ; and, high in- 
terest will be attracting money to that quMter 
whence specie is flowing out in payment of foreign 
debts. 

The adverse balance of trade wiU, as far as its 
power extends, render th^biUs on the country which 
is most in debt difficult of sale, and tend to compel 
it to export specie ; whereas the high rate of inte- 
rest, which is generally contemporaneous with a 
dsain, or the prospect of a drain, of specie, will re- 
vive a demand for bills on this same country, and 
enhance their vidne in other quarters ; for there 
will be a general desire to procure the means of 
remitting capital to that marketwhere it commands 
the highest value. For instance, when in 1861 the 
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ncessive indbbtpdness of England to Jiinerioa (the 
resnit of her importations of cotton and com) 
lowered the price of English bills in New York, and 
rendered specie remittances to the States inevitable, 
the high rate of interest in England which this 
situation had brought about, was so attractive to 
continental bankers, that they drove up the price 
of bills upon this country to specie point, and were 
finally induced even to resort to bullion remittances. 

From the foregoing, it seems to be evid^it that 
when the exchanges are manifestly against any 
country, and it is perceived that a balance of in- 
debtedness is the cause, the equilibrium can bo 
restored only in two ways ; the one being the in- 
crease of exports and diminution of imports ; the 
other, an advance in the rate of interest. 

When the payments for imports continue for any 
length of time in excess <Jf the receipts for exports, 
the redress of the balance can clearly only take 
place by ceasing to incur liabilities ; that is to say, 
by a change in the course of trade. K a nation, 
taking advantage of unlimited crqdit, is importing 
and consuming more than F- is exporting and earn- 
ing, and accordingly runs into debt, it can escape 
from this position only by consuming less or pro- 
ducing more. If, however, the derangement is but 
temporary, and while it consumes more idian it pro- 
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dnees in the first six paonidiB of the jesr, it exports 
more it imports in the second six months, it 
can, like an individual with a prospective income, 
raise money to carry it over the Interval. By offer- 
ing a very high rate of interest, it will either be 
able to procure a prolongation of credit from its 
creditors, till in the natural conrse of things, by the 
subsequent increase of exports, the balance is paid 
off, or, it may induce third parties to make it a 
loan. Even in the case supposed above, where a 
country is actually spending beyond its means, and 
where, by borrowing, it can only increase the evil, 
as being thus enabled to keep the real danger out 
of sight for a time, a very high value of money is, 
in a certain sense, most desirable ; as, by the action 
of the value of money on prices generally (accord- 
ing to the well-known principles which determine 
the relation between the two), a diminution of im- 
ports, and, consequently, of indebtedness, is likely 
to ensue. But what we are at present most con- 
cerned to examine, is the operation of a high rate 
of interest in thpse more usual cases wheiv we have 
to deal with temporary fluctuations and sudden 
emergencies, such as may be caused 1^ the loss of 
a harvest, or by a period of general national extra- 
vagance, ending in a critical inflation of prices, or 
by excessiTe warlike expenditure. In such tiine% 
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when the rtsopiceB of h eoiijitiy an erippled tn 
the moment, and its debts inmeased, it is most 
desirable — and indeed, absolutely indispensable— 
that not only banheis ani merchants, but also the 
public at large, should clearly understand how 
quick and effectual a relief may be afforded by a 
high rate of interest, which is indeed the natural 
result of such a state of things. Those who imagine 
that what they call an oppressive rate, adds to the 
losses and -difficulties against which the trading 
part of the community have, at such periods, to 
contend, seem very much in error. For it is obvious 
enough in theory (and events have strikingly con- 
firmed the theory in practice), that if apprehension 
is felt, that the export of gold, which is resulting 
from any of the temporary emergencies just alluded 
to, is exceeding the amount which may conveniently 
be spared, and that the withdrawal of capital or cur- 
rency which is taking place is likely to produce a 
scarcity which may render it difficult to conduct the 
business of the country on the ordinary footing, 
there can be no more effectual a, remedy thap to 
offer an inducement to foreign countries to replace 
that which is being lost.' An influx of capital is 
desired to take the place of that of which the 
country, owing to its exigences in another quarter, 
js likely to be deprived for a time; and this influx 
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of capital Is only to*be procured ]ff o^ering it the 
advantages of a high rate of interest— a rate, that 
is to say, higher than it can make at home, and 
sufficient to indeigonify the capitalist for all the 
expenses involved in the transmission of his capital 
from one country to angfher. 

Whether the inducement is powerful enough to 
effect its object, will at once be apparent from the 
symptoms exhibited by the Foreign Exchanges. If 
the bills on the country where interest is high are 
in increased demand at advancing prices, an indi- 
cation will be afforded that the attraction of the 
high rate is working its effect. When the English 
public was anaiously watching the weekly shipments 
of gold to America, and was taught to look for con- 
solation to the continental exchanges, which, let 
ns suppose, were said to be taking a favourable 
turn, it was meant that the Continent sought with 
greater eagerness for English bills, — a symptom 
that they were preparing remittances for the pur- 
pose of sending over funds to England, and that 
capital was passing from the Continent to us. The 
more the price of bills advances, the nearer is the 
specie limit approached, till finally the remittances 
are made, not in hiUs, but in gold. Practically the 
effect of the purchase of bills for the purpose of 
placing^im^s in England, is identical in its effe^jt 

. 
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irith a ehipmept of gold ; for eveiy tlng liHli bil 
held by continental capitalists gives to its possessoi 
the power of drawing gold from ns. * 

It may be said that an advance in the rate of m 
terest has been spoken of as if money conld artifl' 
cially be made dear. Bnt the fact is, as has ahead] 
been pointed ont, that, where a considerable efflm 
of specie is taking place, the rate of interest wil 
rise in the natural course of things. The ahstrac 
tion caused'by the bullion shipments will of itsel 
tend to raise that rate ; and banking establishment! 
will in their own interest (which will be identica 
with the interest of the public) accelerate this resuli 
as far as lies in their power. It would encumbei 
the course of the argument to enter at this stag! 
on the discussion as to whether it is capital oi 
money which is rendered scarce by the exportation 
of bullion, and which can be attracted by a high 
rate of interest. Whichever be the case, the oppor- 
tunity given by higher rates of interest for advan- 
tageous employment will be seized. A country 
which is paying off its debts, i^ sending away a 
pmiiion of its capital when it exports specie ; and 
the foreign bankers who send over gold in order to 
buy up English bills, are supplying us with capital 
for a time, to take its place. At the same time, 
the actual export of bullion is a loss to the money 
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of the conntiy, and the import of gold from abroad 
replaces that which has thus been lost. In both 
cases, that which will effectually bring the gold 
from abroad, in the most general and practical 
sense, will be the opportunities offered by a bi gb 
rate of interest, to effect profitable and attractive 
investments. 

The efficacy of that corrective of so-called un- 
favourable exchanges, on which we have been di- 
lating, has been most thoroughly tested sinoe the 
Bank of England has adopted the system of 
varying its minimum rate of discount more rapidly 
and more extensively than was its practice in 
former years. Not that it is to be supposed that 
the Bank of England itself can make money dear 
or cheap. Before the Act of 1844 was passed, 
when the Bank had the privilege of an unlimited 
issue, its infiuence ove> the money-market was 
certainly very great. But now that its resources 
are as strictly limited as those of any other estab- 
lishment, its power to make money dear or cheap 
doss not extend beyond its own stock of notes ; 
and by lending them^,to the public at a cheaper 
rate than the demand for discount warranted, it 
could only keep down the price of money for a few 
days or weeks. 

The* re^ importance of a variation in t^ 
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miniTTHiTti rate ,of the Bank*doe8 not consist in 

the power exerdsed ovef, bat in the indications 
afforded of, the money-muket. The fixity of the 
minimam rate has this effect,' that practically it 
becomes a maximom to the public. Persons in 
good credit are almost dways able to procore 
money a fraction under the Bank rate, and con- 
sequently the Bank of England is generally the 
last to feel the pressure of a rising demand. Thus, 
an advance in the Bank rate generally means, that 
a previous pressure has been put on all other 
sources where discount is obtainable, and that the 
demand has reached the last reserve. Sometimes 
the Bank may raise its rate from intSmal causes, 
or from apprehension, but the general inference 
from such an advance is that which we have 
sketched. For this reason foreign capitalists 
rightly attach great impoltance to the variations of 
the Bank of England minimum, regarding them 
correctly rather as indications of the changiag value ' 
of money than as the results of an attempt to 
control its price. 

The fact has been that almost every advance in 
the Bank rate of discount is follWed by a turn of 
the exchanges in favour of England; and, vice 
vend, as soon as the rate of interest is lowered, the 

I 

e^^hanges become less favourable ; — ^thpt iS’to say, 
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in the first case, the];e is ui indication of a demand ' 
for bills on England, as«a means of placing capital 
here, to take advantage of the ruling rate ; in the 
second case, there, comes the reaction, that is to 
say, there is a demand here for bills drawn upon 
foreign cities, in order ,to send this money back ; 
or, what comes to the same, in the first instance 
there are few buyers here for bills on foreign 
capitals, because foreign creditors give their Eng- 
lish debtors a respite, and prefer to wait longer for 
remittances, gaining interest meanwhile at the pro- 
fitable English rate ; in the second, when this rate 
is lowered, the foreign creditors find that they have 
no longer my advantage m leaving their claims 
upon us open, and require pending accounts to be 
closed. 

The general effect of a high rate of interest in at- 
tracting capital, and its, consequent action upon 
the Foreign Exchanges, may easily be understood 
and appreciated, even by those who are not con- 
versant with the detailaof banking business; but 
a further effect of the same cause is of a more 
technical nature. . 

o* 

It will be remdtnbered, that of the aggregate in- 
debtedness of any country, a large portion is 
generally embodied in bills of exchange which have 
some dime to run. Kow, these bills seldom re- 
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main in the of the dtaiirerB, hut are partly 
need as immediate remittances to the country 
where the bills are payable, and partly are bought 
by bankers or capitalists who desire them as an in- 
vestment of n^oney, yielding a certain interest 
during the interval between the date of their issue 
and the date when they fall due. This interest 
lies in the cheaper price of the bills. A bill drawn 
payable three months after date is bought by a 
banker at a price which is equal to a biU payable 
on demand less three months’ interest, and this in- 
terest will not be that of the country where the 
bill is drawn, but that of the place where the bill 
is payable : for the purchaser will hav^ to discount 
the bill in the foreign country at the rate there 
ruling, before he can make it equally available with 
1a draft on demand ; and the drawer can suffer this 
deduction from the price^of the bill at the same 
rate without loss, as, giving the foreign acceptor 
three months’ grace before payment, he will receive 
from him the same amount of interest until the 
debt is discharged by the actual .payment of tiie 
bill, as he loses in the pjdce'of the bill itself. 
Accordingly, when foreign bills are bought as an 
investment, it is with the view of earning the 
higher rate of a foreign country, in the place 
of the lower rate ruling at home; ,a droum- 
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stance, which it 4 most important constantly 
to remember, as the tendency described may be 
relied on as always in operation when the rate of 
interest is pecnliajily high in any country, the cre- 
dit of which is unimpeacbed. As a matter of fact, 
the interest which can he secured by what we may 
call the speculative purchasers of bills, generally 
lies between the rate of the country where the bill is 
purchased, and the rate of that on which it is drawn, 
as competition enables the seller to secure a portion 
of this species of profit. If the rate in Germany 
is 3 per cent., and the rate in England is 5 per 
cent., those who have three months’ bills on Eng- 
land will not be obliged to submit to a discount 
of 6 per cent., which, according to first principles, 
should be deducted. Many will be found, who, in 
order themselves to make 1 per cent more than the 
highest rate which they can secure at home, will 
not claim to deduct more than 4 per cent, from the 
price which they would pay for a bill on demand, 
instead of the 6 per cent, which would seem the 
natural rate.* Jt should be observed that these 
greater or lesser deductions are generally expressed, 
not in the rate oT interest, which is to be deducted, 
but in the price of the bill — the bill is so much 
cheaper or dearer : but it is expedient to consider 
the case in what we may call its original form, in 



138 . lOBnOS KtbBAHaiH. 

order the more olearly to disoem the force of the 
rate of interest. ' 

We now come to the fact, which it is also very 
important clearly to appreciate, that at any moment 
there is in the ]iands of bankers and exchange- 
dealers a large amount of bills on various countries, 
held partly for the purpose of speculating on a rise 
or fall in the price of bills, but, to a very large ex- 
tent, solely for the sake of the interest which is to 
be made on them. Bills on England, owing to the 
high rate of interest which they often bear, as com- 
pared with continental rates, are a favourite invest- 
ment abroad. In Paris, Berlin, Frankfort, Ham- 
burg, and other continental cities, the bills on 
England held by the bankers and joint-stock com- 
panies often amount to many millions sterling ; 
and a very large sum remains in their hands for 
several months, — in fact,i'£rom the time when the 
bills are drawn to the time when they fall due. The 
immense importance of this circumstance cannot 
be overlooked. If at any time the rate of interest 
here falls below that which rules on the GontmeOit, 
it is inevitable that the whole mass of these bills 
will at once be sent to London, and be discounted 
there at the cheaper rate, so that the proceeds 
may be remitted in gold to the Continent to 
1^ invested there in local securities at the supposed 
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higher rate. On th9 other hand,^o fong as the dis- 
count in London is hi^er than that which can be 
obtained abroad, so lon^ the foreign bankers will be 
induced to hold* their bills till they become due. 
The debt, it will be remembered, yhich is embodied 
in the bills in question, and without which they 
could not exist, must be paid sooner or later ; but 
the time when it must be liquidated will, within 
certain limits, depend upon the rate of interest. If 
it be high, the bills will be allowed to fun off abroad, 
and the gold will not be exported till the last mo- 
ment ; if it be low, there is the possibility of the 
whole mass of bills being sent to England for dis- 
count as sBon as they are drawn, and the gold being 
exported at once instead of three months afterwards. 

Accordingly, if, to take a practical instance, specie 
is being exported from England to America, an ad- 
vance in the rate of discount is an inducement to 
foreign capitalists to hold back their bills upon 
England to the last moment, as well as to make 
remittances hither to iiwest the proceeds at the high 
rate : both circumstances cause a demand for these 
bills abroad, and their price must rise. At the same 
time, a proportionate fall in the price of foreign 
bills will occur. For, a convenient mode of placing 
funds in England being to instruct English firms 
to drffw 01^ foreign bankers, these bills are hkely to 
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be pressed on ‘the market; wl^preas, owing to the 
assumed desire rather to leave capital in England 
than to can it in, there will be few purchasers for 
them, and their price must decljne. (The rise of 
bills on England^ abroad is always identical with 
the fall of the prices of foreign bills in England ; 
for there are two ways of settling every interna- 
tional transaction : either the creditor draws a bill 
on the debtor, or the debtor remits a bill to the 
creditor ; and accordingly, the same circumstances 
which make it difficult to the creditor to sell his 
bill to advantage, will make it difficult for the debtor 
to purchase the necessary remittance to advantage. 
When bills on England decrease in value abroad, 
bills on the Continent increase in value on the 
London exchange ; and when, as in the case where 
a hi gh interest is setting the current of capital to- 
wards England, there is % great demand, at high 
prices, for bills upon London, there is a corre- 
sponding absence of demand and low prices in 
England for bills on foreign cities.) 

After the preceding observations^ i^ may welUbe 

inquired, — How is it possible that, in spite of the 

rapid flow of capital from one country to another to 

fill up any gaps that may have been left, such a 

difference in the rates of interest can exist between 

^0 countries as has occasionally been witnessed for ' 
r ■ ® 
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■OM ttae ta th. cap. rf Bngtad aid % Conli.- 
nent ? How, it may be «>sked, is it to be explained 
that the rate of intereet conld at one time remain 
at 6 per cent, in I^ondon, and al 2 or 8 per cent, in 
Hamburg and other continental cities ? This is a 
mystery which has pnjzled many during several 
periods when oqr rate of interest has so much ex- 
ceeded that of the Continent. It is a question, 
however, which can be solved with the greatest ease. 

In the case of Hamburg, we have to deal with 
the fact that there exists a difference of currency. 
The capitalists of Hamburg, who have, by the hy- 
pothesis, BO much money to spare that they can 
only manage to obtain 2 per cent, interest for it, 
possess this money in silver, and accordingly, the 
possibility of their sending this surplus money over 
to England will depend upon the probability of the 
silver being sold to advantage. The natural process 
will be to ship the silver to England, to sell it 
there at what it will fetch, and with the proceeds to 
discount bills at the high rate current in England. 
'When these hil^, however, mature, and the Ham- 
burg banker wishes to re-possess himself of the 
money, he will Have to change the sovereigns, in 
which the English bill is paid, back again into 
silver, possibly paying a premium for it ; and this 
Bilve>>he will have to re-shqi to Hamburg. This 
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is the complete theoretical prpcess. He remits his 
^yer, invests its equivalent for a time in hills pay- 
able in gold, and re-ships silver to Hamburg when 
the bills mature.* Accordingly, \ 7 hen he strikes his 
balance at the end of his operation, he will find^ in 
the first place, in his favour, the difference between 
the Hamburg and the English rate, which we have 
supposed to be as great as 4 per cent. This differ- 
ence, however, if we suppose him to have invested 
his money in three months’ bills, he will only have 
enjoyed for a quarter of a year, and thus his ap- 
parent profit will so far be 1 per cent. But out of 
1 per cent, he may, under favourable circum- 
stances, have to pay the expense of specie remit- 
tances to and fro : first on sending his silver to 
'Rnglfl.TKl, and then on its return ; and further, he 
may lose, and have to sacrifice, a difference between 
the price at which he sold his silver on its arrival 
in England, and that at which he bought back a 
ainnilar quantity of the same metal when he re- 
quired his capital again nt home. It is easy to 
perceive that it is exceedingly possible that these 
expenses on the transmission of bullion and the 
loss on the silver may far exceed* the ^ per cent, 
which he is supposed to have gained; and ac- 
cordingly it is quite natural and intelligible that, 
pnder certain combinationB of oiroumst|noeB| even 
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a difference of as mnoh ds 4 per cent, nwy exist* 
between our rate of ^soQunt and Chat in Hamburg, 
without their surplus capital finding its way to our 
money-market. At the'same time, it will readily 
be, conceded that there is a point at which the 
difference becomes so f^eat tha^ the chances of 
loss and expense are more than covered by the in- 
crease of the interest, particularly if the high rate 
can be secured for six-month instead of three- 
month bills. Dming most periods of high discount 
on this side of the Channel, there have been large 
orders here to take six-month bills for foreign 
bankers ; and clearly the preference is given to the 
longer paper, because the attractive rate being 
secured for so much longer a time, while the pro- 
bable cost of bullion remittances and risk of loss 
upon silver remain the same, the chances of profit 
are almost doubled, or at least a larger margin is 
at once secured for provision against the risks 
which are run. 

The instance of Hamburg, with its silver currency, 
offigfs a peculiarly convincing illustration of the 
difficulties attending the transmission of capital 
from one country to ‘another ; and, at the same 
time, of th^advantageof a rate of interest snffi- 
deiftiy high to overcome these difficulties, whenever 
*it becgmes desirable that foreign bankers diould 
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'oometo^eidififoloiirmon^-inaifcel. Howerer, 
even when th^ both have* an identical oazren^^i 
it is easy to ^lain the possibility of two very 
different rates of interest bzistinjg simnltaneonsly 
in two countries.^ The point to be looked to is the 
cost of the transmission ofJ}iillion to and fro ; and, 
according to the distance of the two conntries, so 
will it be possible for differences in the rate of in- 
terest to exist in a greater or less degree. Between 
the rates in -London and Paris, the expense of 
sending gold to and fro haying been reduced to a 
ttiiniimiTn between the two cities, the difference 
can never be very great ; but it must not be for 
gotten that, — ^the interest being taken -at a per- 
centage calculated per aimmn, and the probable 
profit having, when an operation in three-month 
bills is contemplated, to be divided by four, whereas 
the per-centage of expense has to be wholly home 
by the one transaction, — a very slight expense be- 
comes a great impediment If the cost is only 
per ceitt., there must be a profit of 2 per cent, per 
itTinnm in the rate of interest, or k ce^t. 
three months, before any advantage commences ; 
and thus, snpposingthat Pans capitalists calcnlate 
that’ they may send their gold over to England for 
^ per cent, expense, and chance their being'lto > 
favoured by the exchanges as td be able to dcaw it * 
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back without any cost af all, thete must neyertha- 

• • • 

less be an excess of more than 2 per cent, in the 
London rate of interest over that in Paris, before 
the operation of sending gold orer from France, 
merely for the sake of the higher interest, will pay. 

This is the simple e|ple(!bation why a slight in- 
crease in the rate of discount is, under some cir- 
cumstances, — that is to say, when there is not a 
great supply of bills upon England, — ^not sufficient 
to bring over gold from the Continent. It must 
reach a somewhat high point before the certain ad- 
vantage begins ; and hence it becomes clear that it 
is an error to allege that, if 6 per cent, will not bring 
over gold,^either will 7 or 8 per cent., a mere frac- 
tional increase in an annual rate, have that effect. 
Yet on one occasion, when the Bank rate of discount 
was advanced to 8 per cent., the question was fre- 
quently asked, — Is it likely that, if 7 per cent, failed 
to bring over the gold, such a result will be attained 
by charging 1 per cent, moref The preceding 
observations place the qjatter, it is hoped, in a suffi- 
oieitQy intelligible light. The first few per cents, do 
little more than coyer the possible Expenses of the 
transmissiou of liie bullion itself, a difference of 4 
per cent, per annum on three-month bills being 
. ncOSssary to cover 1 per cent, expense : but as soon 
th% charges (or the risk of charges), which are 
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really alpiost Identical witb wiiat is usually called 
the loss in exchange, are covered, then every addi- 
tional per cent, which is granted as discount be- 
comes an actual and cert&in profit ; and, accord- 
ingly, if gold is required, the rate of discount must 
be advanced till that poTutis reached. To stop short 
of it may, under some circumstances, be nugatory. 

In practice — owing to the fact that the supply of 
bills uponEngland seemsto be almost inexhaustible 
— ^the operations will take a somewhat differentform 
from that which we have just examined, but the ten- 
dency wiQ be admitted to be identical. When the 
English rate of interest advances, there will be a 
general desire on the Contment to take advantage of 
this circumstance, and to remit capital to England 
for temporary advantageous investment ; but how 
is the transmission to England to be effected ? Of 
course in bills, so long as they can be procured ; 
and consequently those who are holders of bills on 
England, and are wilhng to sell them, find them- 
selves in possession of an ajrticle which is suddenly 
> in great demand, and are thus ena]}led to ma4e a 
higher price. * Competition raises this price, till 
remittances by means of bills become almost as 
expensive as a shipment of bullion its^ ; and thus 
the profit, which would be made by those who oSUd ^ 
buy bills at the usual exchange to remit to Eugladh 
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for investment at th§ higher rajjp, !s divided be* 
tween those who sell thh bill and those who bny 
and remit it. To ^e latter, when the demand is 
strong, the bill may finally become as expensive as 
btdlion shipments themselves ; %nd as the supply 
of bills tends to become ss^cient, gold is actually 
sent This is the technical explanation of the 
rapid rise of the price of bills on any country as 
soon as any advance in the general rate of interest 
obtainable there takes place. 

It is a rise caused by the competition for the most 
ready and most convenient vehicle for the trans- 
mission of capital, the competition itself being the 
result of £f high rate of interest. A fall of the rate 
will cause a corresponding fall in the prices of bills ; 
and, acting as it does with invariable force, and 
being succeeded by invariable results, it is clear that 
there is no corrective of jt drain of gold, and all its 
attendant consequences, more powerful and effectual 
than a rapid advance in the rates of discount. It is 
the only mode by which that which is on the point 
of flbing lost may be retained, or that which is ' 
actually gone may bb replaced; and its natural effect 
is, not to pfaduoe a scarcity of money, of which it 
can never be the cause, though often the conse- 
^uence, but to remedy and correct this scarcity 
by offering^ a premium to the rest of the world 
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to send, theif. c|pital or mjfnej to ttio delB^ 
market. 

We should here allade once ^ore to the fonotion 
oi those peculiar foreign bills of which mention has 
preTionsly been ipade, which, not representing any 
actual indebtedness, do hot become amenable to the 
laws which regulate that indebtedness, but on the 
contrary, rather influence the exchanges in an oppo- 
site direction. When the indebtedness of one 
country to another is almost settled — ^that is to say, 
when almost all the bills between them are drawn, 
remitted and paid, — ^it is the natural result of this 
situation that the price of the few remaining* bills 
should become exceedingly high. On*the other 
hand, the issue of bills representing no transaction 
in goods, but simply based upon credit, and conse- 
quently (but for the knowledge that they must sub- 
sequently be provided for^, illimitable, operates in 
the contrary direction ; that is to say, tends to- de- 
press the price of bills. Thus there are times when, 
for the period during which the bills have to run 
(for, as soon as they have to be co>?«red, their pre- 
vious effect is neutralized a^t onfte), their issue may 
have amaterial effect upon the exportoigold. Those 
who draw bills in this manner on credit, ma^r 
actuated by two different motives : either they ma] 
.wish to secure the use of the money §aid ft th< 
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prieeHof the bills, for legitimate or^ill^gitimate piu- 
poses, during the two months which the bill has to 
run, that is to say,^ill the time when they must 
again part with thp monSy in order to buy remit- 
tauees, — or they belieTe that wher^their drafts come 
^ maturity there will be a> MFger supply of bills on 
the market, and that then they will be able to 
make a profit by buying their remittances at a 
cheaper price than they obtained for their drafts. 
The issue of drafts drawn upon credit, and not 
against any debt — ^that is to say, drafts by which 
the drawer incurs a debt, instead of securing to hhu* 
self the payment of a debt of another — is a measure 
by which the merchants of the country in which 
they are drawn may be temporarily relieved of the 
necessity of making bullion remittances, if they are 
in debt, or be enabled to make cheaper remittances 
if they want to give orders. And they are useful 
enough when they bridge over an interval which 
may exist between the seasons of exports and' im- 
ports, as in that case .they may save the double 
tranomission cf bullion. But in other cases tho 
issue of such bills is likely to be att&ded with dan- 
gerous con^ueifobs, as, though giving relief for 
the moment, by supplying that which is in great 
» ddinand, and which cannot otherwise be got — at the 
expiration ^ a certain time it will add to the diiSfi* 



OQity. as an ^qnal amount must again oe wna> 
drawn. 

On the Continent, this speues of bills is often 
used as an engine* for drarwing\^old from England ; 
in &ct, as a mode of borrowing in the London 
market. Drafts afe ftbU^d, payable three months 
after date ; these are remitted to London, and there 
discounted, the proceeds being invested in gold, 
and shipped abroad. When the exchanges are un- 
favourable to the Continent, — that is to say; when 
a bill on England commands a larger number of 

doUkrs or florins than usual, — such bills create an 

♦ 

artificial supply, and may prevent the price from 
running up to specie point. 

It is scarcely desirable to enter into furthejr 
details as to the various artificial means and bank- 
ing manoeuvres by which those who speculate in 
the exchanges— that is to say, on the rise and fall 
of the prices for foreign bills— manage to influence 
or counteract what may be called the natural fluc- 
tuations. It is only necessary to point to the exist- 
ence of such speculations and theu,attendant»cir- 
cum stances, ad otherwise errors might be com- 
mitted through the confusioir 6f temporary and 
artificial fluctuations with the natural and inevit- 
able consequences of regular and definable la^? 

The object of the present treatise has been 4o un* 
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ravel a fevr of the most important^flMt pru^^les 'ac 
which we may arrive in* the study 'of the Foreign 
Exchanges ; and ettecially to exhibit, as clearly as 
possible, the ori gii^ndn^ural explanation of trans- 
aotions which, in their more comjjlicated form, ap-> 
^ear too technical and ccxfdseJ to be easily appre- 
datedby the general public. In these first principles 
there is, in reahty, nothing difficult or abtruse. The 
difficulty lies, not in the apprehension of them, when 
they.^e plainly andpopularly stated(theythenseem 
almosta matter of course), but in the stating of these ' 
principles in sufficiently plain and popular language. 

fhus, if the perusal of the preceding pages leaves 
the reader more confused as to the Foreign Ex- 
^ai^es than he was before, he must by no means 
believe that he has been engaged upon a subject 
which is too technical or too difficult, too little 
amenable to the usual method of scientific inquiry, 
or .too complicated by a perpetually shifting mass of 
practical details, for any satisfaAory result to be ob- 
tained. He must ratheribeheve that the author is in 
faulMffirough l}ip inability to convey clearly to the 
reader’s mind that^hich to himself seems patent 
enough, and thr(fd|h liis not possessing sufficient 
mastery of language to be able to dispense entirely 
•wft^ the jargon of the ^money-market and the 
axchange. 
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a carefdl and ^o^ongi^'aQal^s. The main pi&i'* 
;|ip}6s^hi6h harlfheen a^ano^ as to ike oiagui ^ 
, dXQ^aiiij^tl^iatipns, as the groundwork of intfe* 
nhl^onifllQdebtednes^h&to the Tarious classes of 
fililteighlbiilfy^as to the different causes ^hich regu- 
latj^ ihe fluctuations in their price, and ae jto the 



atidnii^ are rather statements of self-evident ihcmgh 
"^om^hat complex truths, than matters for contro- 
Ter8]|i while only that branch of the inquiry which 
treats of the correctives of unfavourable exQjiaSges 
can legitimately form a battle-field for discussion. 
For any subject to be satisfactorily argued, auj^ fer 
the value which attaches to conflicting theories upon 
it to , be fairly appreciated, it is above all things 
neceinsary that it should be clearly understood ; and 
the obje^ of the present essay will have bee]#fi]|lj 
att^ed if it* provks in ^y way instrumental in 
proihoting clearer and more positive ideas to 
the most g6ner|l principles and rQdimentary«fects 
which present themselves in allay inquiry into the 
laws of the “ Foreign ExcfiangiJal"^ 






